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THE THEORETICAL BASES OF ECONOMIC POLICY 


[ This article reproduces the main part of the inaugural address given by 
Professor Gini upon the opening of the course of “Economic Policy and Eco- 
nomic Statistics” in the Faculty of Political Science in the Royal University 
of Rome. The address was published in full, in the original Italian, in Eco- 
nomia, Vol. VIII (February, 1926). After having defined “economic policy” 
as “the science which studies the action of the state and of public authori- 
ties, aimed in the name of the common interest to check or to prevent, or 
conversely to encourage or to impose, or even directly to undertake, eco- 
nomic activities which are considered to be wholly consistent with the law 
already in force and with professional standards as well,” Professor Gini 
presents historical material to demonstrate the existence at all times, in all 
lands, among all peoples, and under all forms of government, of economic 
policy. The address then proceeds as below.—Txe Eprrors. } 


HE universality and permanence of economic policy is 
strangely in contrast to the theory which is put forward 
by economists on the basis of their studies. “Let individ- 
uals attend to their own affairs. They know their own interests, 
and generally they will know how to take care of them effective- 
ly. If you get the impression that they are making mistakes, 
then diffuse among them a knowledge of economic principles; 
but do not let the state interfere with their economic activities 
so long as, indeed, the latter do not enter into conflict with the 
principles of law and of morals. Of course, look after national 
defense, public order, public instruction, the administration of 
justice and such financial measures as may be necessary to per- 
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form these services; but do not indulge in acts of economic 
policy.” 

Now, it is true that not all the economists have invariably 
sustained such a program in its full implications; and it is even 
the case that many of them have already reconciled themselves 
to several provisions of economic policy to the point of hardly 
noticing them, which provisions, when they made their appear- 
ance, had encountered fierce hostility on the part of their pred- 
ecessors. Yet the public is substantially right in judging the 
prevailing systematic theory of political economy as “liberal 
economy.” 

The contrast we have indicated arises from a fundamental 
difference in principle much more than it does from the practical 
difficulties of applying and testing the provisions of economic 
policy. 

It is a fundamental assumption of the reasoning indicated in 
the supposititious quotation set down above that individuals, 
when they seek to satisfy their respective interests within the 
limitations of the law, are at the same time satisfying also the in- 
terest of the nation, so that the interest of the nation can be 
nothing less than the aggregate of the interests of the individuals 
who compose it at the given moment. 

If we now challenge this assumption and if we admit that the 
nation has interests of its own not to be identified with the inter- 
ests of the individuals which it comprises at a given moment, this 
will amount to our admitting that there is a basis for making a 
distinction, at least in the case of certain problems, between eco- 
nomic science understood in the modern way as the discipline in 
which we study the principles of the most advantageous econom- 
ic conduct of individuals (a discipline which might perhaps be 
given fairly enough the name of “individual economics’) and a 
national or political economy in the true sense of the word, in the 
sense, that is, that implies the study of the principles that under- 
lie the successful economic conduct of nations; and it was in this 
sense that the term was originally conceived. This amounts to 
recognizing at the same time the raison d’étre of economic policy 
whereby public authority endeavors to conciliate the national 
interest with the interests of individuals. 
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And, if in practice there may appear to be a basis for point- 
ing out that some of the measures adopted in consequence of the 
economic policy of public authorities not only do not produce the 
effect desired but even produce the opposite result, this may not 
be put forward as a reason for challenging the justification of the 
scientific analysis of economic policy; rather is it a consideration 
that makes us feel the importance of such study to be greater and 
its need more urgent, inasmuch as its treatment, even when 
strictly scientific, and all the more according as it is strictly sci- 
entific, may enable statesmen to derive principles necessary to 
carry on their program with greater success. On the other hand, 
the fact must not be overlooked that there are some regulations, 
such as, for example, restrictions on the exportation of objects of 
art, limitations on the right of bank note issue, rules about com- 
mercial accounts and records and the undertaking on the part of 
public authority of great enterprises possessing utility for pri- 
vate property, and the like, which represent acts of economic 
policy, the value of which is generally recognized. 


The reasons why the interest of nations is not always to be 
identified with the aggregate of the interests of their citizens, 
and may even on occasion be quite different therefrom, can be 
grouped together, in the main, as two classes of fundamental 
facts. 

The first of these facts is that the utility of an object cannot 
always be completely appropriated by the owner of the object 
himself, and similarly that the utility or disutility of an economic 
activity is rarely limited to the people directly engaged therein. 

The second fact is that the life of individuals is far shorter 
than the life of nations, which is theoretically unlimited. 

a) Many goods have a utility extending even to persons who 
do not own them.’ The extension of this utility may take place 
directly, that is to say, by a type of irradiation or diffusion, as in 
the instance of objects of art and those having historical value. 

* Regarding the general and indirect utility of goods to others than their 
owners, reference may be made to my article, “La rivisione del processo contro il 


protezionismo,” Economia, Vol. 1, No. I, and to my Patologia economica (3d ed.; 
Milan, 1925), particularly Lecture XII. 
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Upon this fact rests the prohibition, or at least restriction, which 
may be imposed upon the exportation of such objects; and be- 
cause of these utilities, too, we have conditions or restrictions 
imposed upon the transfer of real property which has been de- 
clared a national monument. The preferential position of the 
state in cases of sale, the requirement of public access to works 
of art, the expropriation for public uses, and the like, are other 
provisions the justification for which is to be found in the widely 
diffused utility of this category of goods. Another measure which 
rests upon the same consideration is the protection of the land- 
scape provided for in the legislation of certain countries. Still 
another is the adoption of city-planning schemes based upon 
principles of art and the requirement that building permits shall 
be accorded only on the basis of definite restrictions as to style 
and size. 

And, of course, there are goods that in certain instances may 
acquire not so much utility as disutility for those who do not own 
them, as, for example, in the case of carrying out schemes for 
city construction or the building of port works and railroads and 
other works regarded as public in character, which fact, of course 
serves as the basis for resort to expropriation. While it is true 
that these acts of economic policy are not those of the greatest 
practical importance, it is also true that they are perhaps the 
ones which most profoundly affect the traditional concepts of the 
right to property and of individual liberty. 

In other cases, the utility of goods is extended to those who 
are not their proprietors, in an indirect way—that is to say, by 
means of the economic activity of the proprietors. We may speak 
of a “propagation by contact.” 

The two forms of propagation of utility may even be com- 
bined. Goods which have an artistic or historical value, like pic- 
turesque landscapes, attract visitors who stimulate business, and 
thereby augment the local income. The buildings which at the 
outset or in some special way can strike the attention of travelers 
are, from this point of view, those of principal importance. It is 
for this reason that the state favors with prizes or contributions 
the artistic ornamentation of railroad stations. 
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Indirect economic utility is assuming more and more impor- 
tance according as the interdependence of the various parts of 
the nation grows. This is a phenomenon of great significance, to 
which we shall have occasion to return shortly. 

The deterioration of a part of the territory, or of an industry, 
or of a class in the population—a thing which in other days may 
have been regarded with indifference, if not complacency, by 
other regions, or industries, or classes—today is felt to be preju- 
dicial to the entire nation; and the very forms under which eco- 
nomic activity is carried out in one part of the state possess some 
influence upon those forms which prevail elsewhere. This fact 
leads to the growing interference of the state in the construction 
and operation of means of communication and in assuring the 
satisfactory position of the labor market. Upon such considera- 
tions rests the justification for the taking over of the operation of 
railroad, telegraph, telephone, and shipping services; the shar- 
ing in the construction of railroads and of ports; subsidies for 
land and maritime transportation; employment offices; measures 
designed to prevent labor conflicts through voluntary or obliga- 
tory arbitration; and the prohibition of strikes. 

Less clearly realized from certain points of view, but cer- 
tainly no less important, is the indirect utility of the adult man. 
The rearing of a man represents, as we shall presently see, a very 
poor investment of capital, inasmuch as in no class of the popu- 
lation and at no age of his life, does he repay on the average what 
he has cost; but after a given point has been reached, the future 
yield of the adult will exceed the outlay upon him, even though 
the excess will only in part compensate the excess of outlay over 
yield previous to reaching that point. This excess of yield over 
outlay will enure to the profit of the family which has brought 
him up, or to that of the public entities that have contributed to 
his education, or again to that of future generations which will 
be his heirs; and thus to this extent it will be a contribution to 
the economic activity of society. An adult man, consequently, 
represents an asset to society, and his emigration means a loss to 
his nation. It is only natural that the latter should feel itself 
warranted in imposing conditions and restrictions upon migra- 
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tion. Circumstances have existed in which the adult has been also 
the possessor of secret processes, the fruit of the experience of 
past generations, which the nation might desire not to have 
known, particularly by competitive nations. Prohibition upon 
the emigration of artisans, in the past, has been based upon this 
thought. Sometimes it is agriculture which is short of labor; and 
the utility recognized in the cultivation of the soil could justify, 
in whole or in part, measures or institutions which might have 
been carried even as far as serfdom. 

But, on the other hand, a man may become a burden to the 
community rather than a social advantage; and a citizen be- 
comes such every time he is stricken with illness, or when he 
reaches old age without having put aside adequate savings and 
without being able to count upon the support of his relatives. 
Hence, we have such justification as there may be, quite apart 
from any consideration of compassion, for compulsory insur- 
ance against old age and disability. 

Even more indirect is the utility or disutility derived from 
certain economic activities, in so far as they may afford advan- 
tage or disadvantage to nations which are, or which may become, 
rivals of the given nation, either in a commercial or a military 
way. One understands why, even at other periods than those of 
war and in the name of the utility which might thereby be de- 
rived by other nations, acts are prohibited or impeded although 
they are merely acts of an economic character unquestionably 
profitable to the individuals themselves. So, in the past, trade in 
certain products has been forbidden with particular nations. So, 
too, tariff protection may be justified on the part of nations that 
are chiefly agricultural in character when directed to the devel- 
opment of manufacturing industries. The increase in the volume 
of commerce resulting from free trade would oblige such an agri- 
cultural nation to intensify its agricultural activities which oper- 
ate at increasing cost, and to reduce manufactures which operate 
at decreasing cost; the agricultural nations would, in any case, 
derive some advantage, at least momentary in character, but one 
less than the industrial nations would realize, and the inferiority 
of the agricultural nations to those predominantly industrial in 
character in such a situation would be steadily accentuated. 





THEORETICAL BASES OF ECONOMIC POLICY 639 


Quite apart from the diffused or indirect utility which men 
and goods and economic activities represent for private individ- 
uals, there is the utility which they may possess for the public 
agencies. 

At all times, and in one form or another, the citizen has been 
obliged to contribute some gratuitous service to the state. There 
was a time when it was the service known as the corvée ; today it 
still is in many nations jury duty. Today, also, except in those 
nations which base their defense upon the employment of paid 
troops, military service is such a contribution. When services of 
this character are rendered chiefly at an early age, it is a good 
deal more easy to require that the rendering of such service shall 
take priority over emigration from within the jurisdiction of the 
state. This is today the case with military service among the na- 
tions which maintain the institution of conscription. 

Real and personal property, and even man himself, under 
the laws of certain countries are, also, in the eyes of public au- 
thority goods possessing a utility as objects of taxation; and 
thereon rests the principle that justifies the prohibition of the ex- 
portation of capital, particularly with a view to escape taxes the 
establishment of which is anticipated. 

Other services, gratuitous or partly so, are rendered by citi- 
zens to public authority, not at all in consequence of obligation 
but rather in a voluntary way, through the discharge of unpaid 
duties or participation in official missions. Because of the public 
utility of such services, the state rewards them with distinctions 
or public praise or with prizes and gifts of other sorts. The same 
measures are employed to recompense beneficent activities which 
go on within the scope of private life. 

6) Another source, and by no means of less importance for 
acts within the field of economic policy, is, as we have said, the 
difference in the duration of the lives of individuals from that of 
the nation.” 

The first consequence of this difference is the fact that only 
the state is capable of taking care, in a satisfactory way, of inter- 
ests which do not affect the present generation. 

* On this point, in addition to references in the preceding note, see my article, 
“Considerazioni sul valore pratico delle teorie economiche,” Economia, Vol. II, 
Nos. 4 and 5. 
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In the light of this assertion, one sees that only the state has 
an advantage in undertaking long-range activities, the outlay 
upon which has to be made at once, although the income there- 
from may be had only over a long stretch of time. Thus it was 
that from the time of the empires of Egypt and Assyria the regu- 
lation of rivers, the construction of isthmian and other canals 
and of aqueducts, great irrigation and land-betterment projects, 
reforestation programs, and the like, have often been undertaken 
by the state. In cases of this character, we may associate with 
the utility of the enterprise for future generations the diffused 
utility due to the greater healthfulness of the regions or the 
diminution of climatic variations, as well as the indirect utility 
derived from the increase in the population and the utility to the 
community as a whole, derived from the increase in taxable ob- 
jects. Such acts of economic policy ought, of course, to be car- 
ried out, and are carried out, as a rule, in conjunction with acts 
of financial policy which, by means of public loans, may cause 
the burden of the particular enterprise to rest upon the genera- 
tions which will derive its advantages. 

Another consequence indeed of the difference in the duration 
of the lives of individuals and of states is the necessity which 
rests upon the latter, in framing their policies, to adjust the inter- 
est of the present generation to the interest of the future genera- 
tions. As is well known, it is on this principle that is usually 
based the defense of public borrowing as a means of covering the 
expense of war. 

Protection, too, is also often justified in the name of the ne- 
cessity of this adjustment, when it is directed to defend and stim- 
ulate infant industries. Protection by means of tariffs is but one 
form of protection, and among other forms are included export 
and manufacturing subsidies, exemptions from taxation or from 
tariff duties, prohibition of competition in colonies or even in 
other parts of the same state. All these measures have been used 
in the past, and still are used, not merely to favor industrial en- 
terprise, but also to stimulate agricultural enterprises which call 
for a long time to yield a full return, such as olive and palm cul- 
tivation, reforestation, and reclamation. The difficulty of appli- 
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cation in this case is somewhat less, since it is clearly possible to 
determine the moment at which it may be said that the enterprise 
has passed the period of development. For analogous reasons, 
certain enterprises which might be profitable for the present gen- 
eration, but which would work nothing but harm for future gen- 
erations, such as deforestation, have been prohibited or, at least, 
subjected to regulation. 

In other cases, it is not out of the question that the return 
upon the outlay may, at the present time, be enjoyed by the pres- 
ent generation; but this possibility is so slight as to make the ex- 
penditure quite unproductive in the eyes of the person who con- 
siders merely the utility to the contemporary generation. Thus, 
military expenditures in the past have been characterized as un- 
productive by men and by parties that indulged in illusions with 
regard to the stability of the political equilibrium of Europe and 
did not fully realize the function which the state would have to 
perform on behalf of future generations. Again, the protection 
of the interests of future generations—and, in this instance, of 
the generation immediately following our own—in contrast with 
the true or imagined interests of the present generation, has stim- 
ulated, or contributed to stimulate, the state into protecting the 
unborn children, and later into guarding the child once born 
down to his acquisition of complete legal capacity, against the 
wills of his parents and of his guardians, defending his life and 
his patrimonial rights, making his education a matter of obliga- 
tion, and preventing his premature labor or marriage. One of the 
reasons why, even in the case of adults, the hours of labor have 
been limited is precisely this protection of the interests of future 
generations, inasmuch as excessive labor has been regarded as 
prejudicial to the quality of offspring. 

Many of these measures are no longer regarded in civilized 
nations as lying within the field of economic policy, in conse- 
quence of the fact that our refined ethical sense leads us to con- 
sider as unmoral conduct of an opposing tendency; but one who 
recalls the laws of antiquity and takes into consideration the 
habits of primitives, and even the feelings of the lower classes of 
our own time, will be convinced that even today some of these 
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principles, and at other times a greater number of them, find or 
have found their justification in considerations of economic ad- 
vantage. 

The deeper our study may go, the greater appears the part 
which economic policy plays in the activity of the state; much 
greater than at first is supposed, involving measures which, even 
to the most intransigent opponents of state action, appear today 
to be quite consistent with the functions of the state. 

We have still to examine perhaps the most important, and 
certainly the least-noticed, of the consequences which flow from 
the difference in the duration of the life of the individual from 
that of the state. This consequence consists of the difference in 
the visualization of all future phenomena with regard to present 
phenomena. The consciousness of the uncertainty of his own life 
and the impatience to enjoy the things that are consistent with 
human nature naturally lead us to establish a difference between 
our valuation of a present good and that of the same good in the 
future. According to age and temperament, this measure is cer- 
tainly diverse; but considered in the light of business transac- 
tions, it is reduced to the common denominator of the rate of 
interest. Now, it is evident that a being whose life is to be pro- 
longed indefinitely, so far as time is concerned, could not reason- 
ably be disturbed about disposing of a durable good today rather 
than a year from now, since, in comparison with its future life, a 
year would represent a negligible difference; and much less 
would such a being need to be preoccupied about the consump- 
tion of a good not durable in character, today as against a year 
from now. Now, it is precisely in this condition that we find the 
state, which, even though it does not possess infinite life as a 
matter of historical reality, always behaves on the basis of the 
assumption that it does. The consequence is that in so far as he 
acts in a rational manner, man is under the stimulus to save or 
invest his labor or his capital only to the extent that his saving 
and his investment will yield him, year after year, a return equal 
to the rate of interest; while the state finds saving and invest- 
ment profitable if it gives rise to any return whatsoever, no mat- 
ter how minute. It is in this difference that one may find the 
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basis for a whole series of measures intended to favor saving and 
investment of capital and of labor, even though the anticipated 
individual profit would not be sufficient to warrant them. 

c) A-conflict of considerable importance between the point 
of view of the individual and the social point of view occurs in 
respect of the distribution of wealth; and it is a conflict, that, 
strictly speaking, does not belong in the two categories under 
consideration. From the economic point of view of the individ- 
ual, no interest exists for establishing limits likely to discourage 
incentives to the further accumulation of wealth. But, from the 
social point of view, there may well be a number of reasons to 
prevent the distribution of wealth from being too disparate, par- 
ticularly if it is accompanied by a rather low average of wealth 
and, therefore, by the existence of a large mass of poor. These 
reasons would include the lesser degree of happiness of the popu- 
lation, in consequence of the more unequal distribution of the 
same aggregate of wealth; and, again, the danger of social dis- 
turbance, in consequence of envy and discontent of the poorer 
classes; and yet again, the excessive political influence of those 
persons in whose possession is concentrated a great part of the 
national wealth, particularly when the latter consists of such 
forms as landed holdings which more easily bind to the owner the 
dependent workers. Hence, we find whole long series of meas- 
ures of a charitable character designed to alleviate the hardship 
of the poor at the cost of the possessing classes; and it is on this 
consideration, in the main, that we base the progressive principle 
of taxation; while many countries go so far as to place a maxi- 
mum limit upon landed property and some even to industrial 
holdings. 


The conclusion which may be drawn from this detailed, al- 
though certainly very incomplete, examination is that the inter- 
est of the nation, far from coinciding with the aggregate of indi- 
vidual interests, departs therefrom in so many and so important 
respects as to cause surprise, not that economic policy exists at 
all, but rather that economic policy is capable of bridging such 
gaps without giving rise, on the part of individuals, to open re- 
bellion. 
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As a matter of fact, there is no nation which would survive, 
no matter how intense, well-intentioned, and effective its eco- 
nomic policy might be, if instinct did not cement together the in- 
terests of the individual and those of the nation.° 

It is the instinct for command, the thirst for fame, the sense 
of public duty, become instinctive through education and selec- 
tion, which, much more than any public recompense, and even in 
spite of not infrequent bitterness of experience, guarantee to 
public authority the support freely accorded, or nearly so, by 
outstanding personalities. The desire to be the co-ordinator of 
the economic activities of other people undoubtedly stimulated 
the citizen to concern himself with the indirect utility or disutil- 
ity of their goods or of their acts; perhaps a more effective stimu- 
lus to his doing so is the fact that he is preoccupied about the 
opinion of his own class. Many individuals are influenced in this 
regard by the moral and religious principles instilled in them 
through their education. Bonds of gratitude and family affection 
and traditions of life, no less than the laws themselves, restrain 
the young man from failing in his duty to his parents and to the 
nation by emigrating. Again, the chief stimulus to an owner for 
putting his goods that possess an artistic or historical value out 
where they can be seen is, likewise, the desire to attain prestige 
and the wish to be admired because of the things he possesses. 

The function of the instincts is also essential in reconciling 
the interests of the present generation with those of the genera- 
tions to come. The will to live, which cannot be suppressed, is 
what frequently prevents a man of advanced years from figuring 
out in an economic way the profit he would have if, instead of 
continuing to labor down to the day of his death, he were to rest 
and enjoy the fruit of his savings. In many a case this will to live 
is accompanied by a thirst, for many almost instinctive, to ac- 

* On the importance of the instincts in the economic constitution of society, 
see the articles previously cited, Lecture XI of my Patologia economica, and the 
following articles: “Problemi di economia politica visti da uno statistico,” Annali 
dell Universita Bocconi, Vol. 1; “Le relazioni dell eugenica con le altre scienze 
biologiche e sociali,” Rivista mensile di statistica del comune di Roma, April- 
September, 1924; “Sul controllo delle nascite,” La difesa sociale, March-April, 
1925. 
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cumulate wealth for its own sake or for the power and social 
standing which it brings. 

Family affection leads to the blending of the enjoyment of 
descendents and heirs with one’s own, thus prolonging almost in- 
definitely the reasons for one’s continuing to save. And, in the 
case of a person who leaves no inheritance of affection, the force 
which the latter might have possessed may well be replaced by 
the force of his preoccupation about the opinion of posterity. 
This preoccupation takes quite varied forms, all the way from 
the desire that his own name may acquire glory through future 
ages to the wish simply that later generations may not recall 
him with dislike. Then, too, we must not overlook the effect, in 
such circumstances, of concern for life after death on the part of 
those of religious faith. No little softening of the hard circum- 
stances that result from the unequal distribution of wealth is to 
be attributed, on the one hand, to the impression which the mis- 
ery of others produces upon the individual, giving rise to a char- 
itable feeling, often under the influence of religious precept, and, 
on the other, to the instinct of patronage, nourished by the desire 
for renown. An additional favoring circumstance is the fact that 
the larger the family fortune the less easily it is administered and 
the more easily disbursed, and all the more is this the case in pro- 
portion as the general background is one of poverty. 

But, beyond comparison, the most important of all these in- 
stincts are those of reproduction and accumulation, inasmuch as 
they assure the investment of labor and of money, the first in the 
production of human capital, the second in the production of real 
and personal capital; and they assure this even when, from the 
individual point of view, there would be no advantage. 

It is rare that we take due account of the influence of these 
instincts. If you subtract the cost of maintaining those who la- 
bor, the largest part of the national income of the population is 
invested in human capital under the guise of the expenses neces- 
sary for the life and education of growing generations. Now, this 
investment constitutes, from the individual point of view, an act 
that is definitely uneconomic in character. The new generations, 
as a matter of fact, will never give an income in excess of what is 
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required to compensate the labor and the money invested in 
them, taking due account of the rate of interest. If heretofore we 
have not been accustomed to realize these facts and if we have 
been able to suppose that the cost and the value of a man were 
practically equivalent, this is because we have not had in view 
the labor gratuitously performed in the bringing up and educa- 
tion of children by the members of their families, and particular- 
ly their mothers; and at the same time, we have failed to allow in 
our calculations for the compound interest on investments made 
in the past. 

To be sure, a part even of the investments in real estate fails 
to yield a return proportionate to the rate of interest. This is 
markedly the case for a large part of our agricultural invest- 
ments in normal times. For example, the calculation was made 
in the case of the lands of the Po Valley that their value is very 
far below their cost; and I have been told by American colleagues 
not long since that their studies lead them to a conclusion to the 
effect that, with due allowance for the cost of labor and direction, 
land ownership is practically yielding nothing in large sections of 
the United States known to them. The increase in value which 
land shows would tend only in very slight part to modify their 
conclusion. 

Taken as a whole, investments in human and material cap- 
ital give rise to an increase in wealth far below the rate of inter- 
est. The population of the world is increasing at about the rate 
of 1 per cent per annum, and material wealth is not increasing 
probably in any notably greater degree. Even in those states 
which are more particularly favored and during exceptional pe- 
riods, the increase in wealth does not exceed 3% per cent per an- 
num, the rate in fact which prevailed in Germany during the 
period immediately before the war—and it would be difficult to 
find a nation which, apart from the gratuitous addition of hu- 
man capital represented by immigration, has ever shown more 
rapid progress. To this increase in material wealth we ought to 
add the percentage thereof which is represented by consumption 
exclusively for pleasure, since consumption for purposes other 
than pleasure represents costs of production. But this percen- 
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tage will not reach a high level and will surely remain less than 
the difference between the rate of 1 per cent, to which I refer, and 
the prevailing rate of interest. 

The greater part of that activity which may be described as 
economic in character, because its effect is the production of new 
wealth, may, therefore, be regarded, from the point of view of 
the individual, as uneconomic in character, inasmuch as it does 
not give the economic return which ought in reason to be its jus- 
tification. 

The “economic man” imagined by the economists, in other 
words, did not find under existing conditions any profit in in- 
creasing either wealth or population; if either one or the other is 
increasing, it is because man is fortunately a creature uneconom- 
ic in character, behaving, in the main, not under the direction of 
reason but rather under the guidance of instinct. Biologists who 
have studied deeply the life of the animal world have reached 
the conclusion that there is nothing more marvelous than reason 
except instinct; the economist studying the behavior of man may 
conclude in an analogous way that nothing is more useful, from a 
social point of view, than reason with the exception of instinct. 
There can be no doubt that without the support of reason human 
society would be in a far less advanced state than it is today. But 
without the instincts of reproduction and accumulation, human 
society would not survive a single generation. History points out 
to us that it is sufficient to have these instincts grow weak to 
bring about speedily the fall of civilizations regarded as decided- 
ly stable in character. Those who have had an opportunity to 
deal with the primitive populations, like the Indians in North 
America, have been able to remark that the thing which most 
profoundly differentiates them from us is neither an intelligence 
nor morality less developed than ours, but rather the more or less 
complete absence of the instinct of accumulation in consequence 
of which, when once the mere means of existence are assured, 
they set no store by private property and attach no value to 
saving. 


In the face of these instincts that represent the principal ce- 
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ment between the individuals and the generations in the social 
organism, the first task of economic policy is to integrate them— 
and this is the task which we have been describing so far. 

But another task is that of furnishing a substitute when these 
instincts appear to have been weakened. Ancient and modern 
states have given us, and still give us, examples of a whole body 
of legislation designed to favor procreation in a thousand ways 
whenever the population gives signs of falling off or of increasing 
in insufficient degree. Since the instincts are bound to each other 
mutually, the weakening of the instinct of accumulation follows 
often upon the enfeeblement of the instinct of procreation. And 
in the decline of nations the legislation designed to increase the 
population stands side by side that of a sumptuary character, 
both of them usually ineffective, since, as we have said, no force 
of government can take the place of the action of the instincts 
themselves when their exhaustion has passed a certain limit. 

More effective is the intervention of the state in so far as by 
means of preventive action it may buttress the instincts to which 
we have referred. Under this heading belongs the favor which 
the state has shown to the institution of the family, the institu- 
tion of property, and to religion. Here, we must include the en- 
couragement of large families and of frugality, the praise of the 
benefits of saving and, at the same time, the exaltation of charity 
and beneficence; the social standing accorded to those who have 
gratuitously rendered public services or who have been distin- 
guished for their charity and cultural patronage. Finally, we 
must include in this category the reverence for the memory of 
the benefactors of the past, the fostering of the artistic spirit, 
the idealization of the nation, and the glorification of the spirit of 
sacrifice for the fatherland. 

All that the state does in this field may be described as con- 
stituting an indirect economic policy in contrast to the economic 
policy which is directly designed to conciliate the interests of in- 
dividuals with those of the nation. 


Numerous and various as may appear to be the forms of eco- 
nomic policy, direct and indirect, that we have so far been pass- 
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ing in review, they do not exhaust the number or scope of its 
manifestations, since many of these, which in modern times have 
assumed greater importance, such as treasury policy, rent policy, 
credit policy, and the like, are excluded from consideration. The 
forms we have so far considered are in fact only the primitive 
manifestations of economic policy which might be grouped to- 
gether under the category of the economic policy of conciliation. 
Beyond lies the stage of the economic policy of self-regulation. 

I hold that it is going to be an essential task of sociology in 
the future to study more profoundly the mechanisms of self-reg- 
ulation in human society. In these mechanisms is to be found, 
one is led to believe in consequence of modern biological re- 
search, the very essence of life; it is only after we have recog- 
nized the existence of these mechanisms in human society that 
we shall have the right to speak in the true sense of the word of a 
“social organism.” We ought not yet to assume that such mecha- 
nisms have existed at all times and among all peoples. As a mat- 
ter of fact, these mechanisms presuppose a solidarity between 
the interests of those who compose the population and a sensibil- 
ity on the part of society as a whole to the disturbances experi- 
enced by any of its parts, a solidarity and a sensibility to be 
found only in an advanced stage of civilization, in consequence 
of progressive means of communication, great specialization in 
labor, and marked density of population. 

This same indirect utility of goods or of human acts which, 
as we have seen, may be the origin of differences in the interests 
of individuals, on the one hand, and the community, on the other, 
contributes in a powerful way, according as it becomes more ac- 
centuated, to determine the mutual interdependence of interest 
and that psychic consensus which prepares us to recognize its 
existence. Another condition is a sufficient intensity of the in- 
stincts we have analyzed above and an adequately effective eco- 
nomic policy of conciliation. 

Thus society appears to be a system endowed with powers of 
self-preservation, whereby it reacts to the influence of disturbing 
factors so as to maintain its own equilibrium, providing these 
disturbing factors do not exceed a certain limit. Again, society 
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appears to be endowed with powers of recovering its equilibrium 
whereby, after disturbing factors have exceeded the limits in 
question and the equilibrium is lost, new mechanisms come into 
play, during the pathological period which follows, calculated to 
restore the old equilibrium or establish a new one. In a manner 
analogous to what has been done by the biological sciences for 
the individual organism, we have then to distinguish, for the so- 
cial organism, an economic physiology and an economic physio- 
pathology; the first of these is devoted to the mechanisms of 
self-preservation of economic society, and the second to the 
mechanisms calculated to restore once lost equilibrium.‘ 

The study of the mechanisms of self-preservation, which was 
already begun by the classical economists who had demonstrated 
the stability of certain types of economic equilibrium, has made 
decisive progress in recent times. Publications of a regular char- 
acter are being issued at the present time in accordance with a 
common program by the economic services or statistical insti- 
tutes of Harvard for the United States of America, Toronto for 
Canada, London and Cambridge for England, Paris for France, 
Rome and Padua for Italy, Berlin for Germany, Vienna for Aus- 
tria, Budapest for Hungary, Warsaw for Poland. The task of 
these organizations is to set forth clearly the rhythm with which 
are developed the various curves of speculation, business trans- 
actions, prices, exchange rates, discount rates, production, etc., 
and the relations which obtain between these several curves. 

The description of the mechanisms calculated to restore 
equilibrium was the object of a brief course on economic pathol- 
ogy which I have given in recent years at the Commercial Uni- 
versity of Milan,* on the basis of which other students applied 
the various principles thereof to different subjects in the field of 

*See, in this connection, my Patologia economica, particularly the Introduc- 
tion and Lecture II, “I concetti di equilibrio.” 


*The course was given in the two academic years 1923-24 and 1924-25. 
Three editions of the lectures have been published by the students—the first in 
1924; the second, revised and corrected in the same year; and the third revised 
and enlarged in 1925—the third being much less imperfect than the earlier edi- 
tions. The fundamental notions regarding the mechanisms of recovery of equi- 
librium were set forth earlier, in an article entitled “Pathologie économique,” in 
Scientia, August-September, 1923. 
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economics and finance.* The conclusion of these studies is that 
those measures of economic and financial policy which were gen- 
erally applied by various states during the recent war crisis and 
the post-war period—even if it must be admitted that such meas- 
ures were not only prejudicial to, but even incompatible with, the 
normal functioning of the economic organism—had in any case 
justification under the then existing conditions, and even satis- 
fied, at least in large measure, the exigencies created by the ab- 
normal conditions which they assisted in overcoming. 

The power of self-regulation of social organisms, like that of 
individuals, shows itself in another respect, namely, in the har- 
mony with which the organism develops when it passes from an 
undifferentiated stage to a stage constantly more and more dif- 
ferentiated, undergoing modifications as to physiognomy, consti- 
tution, and functional operation, with due correlation to the dif- 
ferent exigencies of the various stages of life through which it 
passes. Thus, one may say that there is an evolution of nations, 
rather notable regularities of which have already been shown. 
And this self-regulation tends to be extended even beyond the 
limits of the social organism to those phenomena of immigration 
and expansion which may be regarded as the process of repro- 
duction of nations.’ 

In the case of man, as in the case of the nation, these mecha- 
nisms of self-regulation are controlled, sometimes accentuated or 
called into action, at other times retarded and restrained, by the 
intervention of the central power. In this way there arises, as 
these mechanisms come into play, a new form of economic policy 
which we may call precisely the “economic policy of self-regula- 
tion.” 

*See F. Carli, “La patologia economica e la sociologia” in Economia, Vol. I, 
No. 7; M. Boldrini, “La febbre dell’organismo economico” in Vita ¢ pensicro, 
1924, No. 5; A. Crosara, “Patologia economica,” in Il popolo veneto, January 1 
and 4, 1925; A. Pino-Branca, “Finanze di eccezione” in Politica, January—Febru- 
ary, 1925, and “In tema di finanza d’eccezione” in Economia, ITI, Nos. 5-8; J. A. 
Vandello, “Patologia economica,” in Revista nacional de economia (Madrid), 
September—October, 1925. 

"In this connection, see my volume, J fattori demografici dell’evoluszione delle 
nasioni (Turin, 1912), and my article, “Le leggi di evoluzione delle popolazioni,” in 
Economia, Vol. II, No. 12. 
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Is it a fact that the scarcity of media for the payment of for- 
eign debts causes the index of exchange rates to become unfavor- 
able to the country? Such a scarcity tends to raise the discount 
rate in the country which will attract capital from abroad and 
thus tend to restore equilibrium. But such a natural mechanism 
of self-regulation may be favored by the central power which is 
able to give, by means of a suitable increase in the rediscount 
rate, the first stimulus to the reaction of a sluggish market. 

The curve of business activity and those of production and 
employment move through long irregular fluctuations; and ele- 
mentary prudence would advise laborers to husband, during fa- 
vorable periods, the means necessary to meet periods of crisis; 
but if the working classes are slow in organizing or show them- 
selves lacking in foresight, the government can make unemploy- 
ment insurance obligatory, functioning as a mechanism to main- 
tain equilibrium in the living conditions of the workers. 

Almost synchronous with the index of the volume of business 
is that of the level of prices. Banks of issue under pressure of 
necessity are able to vary, and, as a matter of fact, do vary, the 
volume of circulation in such wise as to limit the consequences of 
a superfluity or shortage of money. As is well known, there are 
not lacking today economists of standing who would like to have 
a central establishment control the circulation of money in a very 
much more radical fashion, as, for example, if the money be 
metallic, by altering its weight and fineness, or, if it be a fiduciary 
and irredeemable currency, by regulating the quantity, so as to 
keep domestic prices practically unchanged. I need hardly re- 
mind you that I am doing nothing at this time other than to point 
out the various mechanisms in operation or under discussion, 
without intending thereby to declare myself in favor of one or 
the other. 

The movement in the volume of business is often preceded 
just a little by that of speculative investments. Capital flows 
from the relatively inert investments in state securities to specu- 
lation in private business or the other way, with a movement 
which the treasury may regulate by varying the yield on public 
securities—and, in making this remark, naturally I do not wish 
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it to be understood as an affirmation that treasury action is al- 
ways taken at the right time or in the right direction, or to the 
right extent. Again, the movement in the volume of business is 
generally linked with the variation of the discount rate, which 
variation the banks of issue may permit in an analogous way to 
go on passively as a function of the other movements, or they 
may, on the contrary, so direct it as to have it become an inde- 
pendent variable stimulating other reactions. 

Research in the field of economic statistics of the sort that I 
have been mentioning is designed to supply the basis of indis- 
pensable information upon which such a policy of self-regulation 
may rest. This is why I desired that there should be attached to 
the title of the chair of economic policy to which I have been 
called that also of economic statistics. Such studies furnish the 
basis of economic policy not only in normal times but also in pe- 
riods of abnormality. The abnormal period is marked by a con- 
dition of disequilibrium of such character that if it continues it 
must bring about the disintegration of the social organism. If the 
mechanisms of self-preservation prove to be inadequate, other 
mechanisms enter into play calculated either to restore the or- 
ganism to its original equilibrium or to establish a new one, but 
only through the sacrifice, even though temporary, of some of its 
parts. Such a sacrifice is precisely the mark of a pathological pe- 
riod. Even in this case, the mechanism tends to operate in auto- 
matic fashion by means of an abnormal increase in the prices of 
some goods, due to the fact that the supply is inadequate to the 
demand to which exceptional requirements give rise. The com- 
pensation for labor engaged in the production of such goods nat- 
urally increases; while the compensation of all other services is 
adjusted much more slowly. Those who render them, and still 
more those who live on fixed incomes, those who hold public se- 
curities, and creditors in general, are sacrificed in this way to the 
advantage of the producers of the goods in demand because of 
exceptional circumstances, and particularly to those who take 
the initiative, and the risk, in producing such goods. Thus, on 
the one hand, we have a reduction of accumulated wealth, while, 
on the other, there is an intensification of the production of those 
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goods which are most in demand; and this goes on till the crisis 
has passed. 

Now, the economic policy of the state is capable of accen- 
tuating and accelerating the operations of these mechanisms. 
Through the issue of paper money on a large scale or by means 
of credit extension, the state furnishes the means whereby the 
exceptional needs may be satisfied, thus permitting prices to be 
offered for goods in demand on a scale which will intensify pro- 
duction. By means of the limitation of the rate of interest, of 
dividends upon corporate securities, of rents, the state guaran- 
tees and emphasizes, at the cost of accumulated wealth, the ad- 
vantages of those engaged in agriculture and industrial enter- 
prises, even to the point of stimulating their productive activity 
on a feverish scale. It often attempts to set limits to the flood of 
speculation which follows the continuous rise of prices, by the 
fixing of those very prices and by the consequent setting up of a 
system of requisitions and rationing. The care of a sick organism 
is much more difficult and uncertain, it is hardly necessary to re- 
mark, than the guidance of a healthy organism; and a rapid 
return to normal life must be the constant aim of every good doc- 
tor. Yet, thorough knowledge of the pathological actions and re- 
actions, their origin and their function in bringing about changes 
that will restore equilibrium, is the necessary prerequisite of any 
useful intervention. Many may have faith in the spontaneous 
operation of nature rather than the intervention of the doctor. 
But, as a matter of fact, when sickness overtakes the organism, 
there are very few who do not consult the medical man; and 
every doctor then, no matter how much he may have expressed 
his skepticism regarding the principles of medical science and no 
matter how disposed he may be to let nature take its course, will 
find some cure to try when he is consulted. And at the same time, 
there are others who look back with sorrow to the happy period 
of their good health or await its restoration through the opera- 
tion of their faith, and even this faith unquestionably exercises a 
useful social function. 

We are probably too much accustomed to the harmony which 
characterizes the development of nations, as in the case of the 
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development of the organism, to appreciate fully its significance. 
And yet, when we observe it closely, this harmony appears mar- 


velous. If a nation were to remain in its initial, practically un- « 


differentiated stage, it would be decidedly difficult for its popula- 
tion to increase naturally upon territory within its power. But, in 
proportion as the population increases, occupations become dif- 
ferentiated; the first signs of industry show themselves under the 
protection of isolation and favored by local conditions. Popula- 
tion becomes relatively dense in the urban centers. The intellec- 
tual professions develop, and with them begin the relations with 
other peoples, stimulating progress and attracting the flow of 
foreign capital, in which, in this first stage of development, the 
country is deficient. The very territory of the nation, which, at 
the outset, had hardly been able to sustain a thinly settled popu- 
lation, becomes the support for a compact, solid, and multiform 
social organization. And it is not an accident that as the increase 
in the population becomes more rapid, its spirit becomes more 
active and its instinct for enterprise more alert, thus stimulating 
the adequate development of economic resources. No more is it 
a matter of chance that as the population becomes more dense, 
its economic power increases, or that at about the same time 
there appear, or at brief intervals follow each other, the pioneers 
who open up for the nation new lands or new scientific horizons, 
the martial spirits who lead its armies to victory, the statesmen 
who consolidate its national structure, the poets who sing its 
glories, the historians who record its great deeds, and the think- 
ers who immortalize its thought. The national wealth now be- 
comes sufficient for its own requirements and will henceforth 
enable the nation to carry on without foreign assistance; later, ex- 
ceeding the domestic demand, it will, in its turn, flow abroad into 
more profitable investments among still younger nations. Indus- 
tries will flourish, attracting ever more intensely, by means of 
high wages, the inhabitants of the country districts, where cul- 
tivation can now be carried on more succesfully with fewer and 
fewer hands. Growing confident of their strength, the industries 
will claim the right to compete freely with those of other coun- 
tries. Later the nation will slowly advance in years, initiative 
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will give way to the calculating spirit, bold investment will be re- 
placed by prudent frugality; peace will be desired for consolidat- 
ing conquests made, and facilitating the penetration through the 
world, not so much now of men as of capital. New defenses will 
be demanded before long to protect from dangerous competition 
the industries which now see their former leadership threatened. 
And when the increase in the lower classes of population becomes 
inadequate to maintain the constant replacement of the upper 
classes, foreigners will be welcomed and finally sought. The na- 
tion will aim to assimilate them so as to transmit its own civiliza- 
tion to those who have, if not its own blood, at least its name and 
traditions. In other cases the nation is sufficiently fortunate to 
have given rise to another political unit which maintains filial 
relations with it and to which it may send, even at a sacrifice on 
its own part, its savings and its intellectual energies. 

Now, while this development goes on, the regulatory action 
of the state can properly be continuously exercised. At the be- 
ginning it will accelerate the development, conscious of the im- 
portance which attaches, even in the competition between na- 
tions, to arriving first if only by a small margin. It will encourage 
the growth of industries by calling experts from abroad, by sup- 
plementing the slender natural protection due to isolation with 
subsidies or customs duties directed against experienced and ma- 
ture competitors. It will facilitate the influx of foreign capital 
built upon it. The state will contribute to the development of 
cities and even select for them locations suitable for defense and 
trade. It will construct or enlarge harbors, having regard to 
depth, accessibility, and easy protection, and it will devote at- 
tention to the development of railroads in accordance with an 
organic plan and under protection from possible attack in time 
of war. Later on in order will come the diffusion of the national 
language, art, culture, and products; it will assert its will in in- 
ternational conflicts, in the rounding out of its boundaries, the 
reduction of its economic dependence through the securing of 
supplies of raw materials, the readjustment of its productive ap- 
paratus, and the alignment of other political units with itself. 
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In place of the importation of capital will come the policy of 
lending to other countries; and when industry feels itself suffi- 
ciently strong, protection will give place to free trade. 

Still later in the course of its development the attention of 
the state will be focused not so much on industry as on agricul- 
ture, the return to which on the part of those heretofore engaged 
in urban pursuits it will aim to facilitate. Moreover, it is now 
realized how much easier it is to anticipate the advent of maturity 
than to hold off the creeping-on of old age. When the first warn- 
ing signs of the latter are perceived, an effort is made to increase 
tariff protection against the aggressive competition of nations in 
a stage of more rapid progress; and to strengthen the bonds that 
exist between the population and their kinsmen in other lands. 
The assimilation of those of foreign stock formerly opposed, will 
be favored, or naturalization may even be imposed upon them. 
Foreign policy is now directed to defending the position ac- 
quired, invoking peace as its bulwark in the name of humanity 
and civilization. 

The regulatory action of the state may develop so as at one 
time to favor the progress and feeling of close affiliation of that 
part of the nation which leaves its soil, either by directing the 
current of emigrants, in the first instance, to territories which de- 
pend on the state itself, or to states related through language and 
descent, or again to countries of favorable prospects; or, in the 
second place, by seeking to strengthen their bonds with the na- 
tion by means of propaganda in favor of its language and nation- 
al traditions, employing for this purpose the emigration of those 
of the educated classes and later influencing the direction, 
through investments and credits, of the capital resources of the 
mother-country, so that its nationals abroad may be liberated 
from cultural and economic dependence on other elements, and, 
again, so that their ideal and material solidarity with the mother- 
land may be welded. 


The divergence between the interests of individuals and those 
of the community, as we have pointed out before, necessarily 
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calls for the employment of an economic policy. But what we 
have been saying demonstrates that such a condition, even 
though it be sufficient, is not necessary inasmuch as the economic 
policy of self-regulation exists in large part independently of that 
divergence. 

It is perhaps more important to bear in mind that such a pol- 
icy is developed, to no small extent, without any realization by 
the central power of the results which will flow from it. For ex- 
ample, the monetary policy carried out in almost all states in the 
war and post-war periods was given effect only under the pres- 
sure of necessity and with obvious reluctance—the ruin of the 
whole economic organism in consequence of its adoption being 
expected, rather than any providential action calculated to bring 
about restoration of equilibrium. In a similar way, variations of 
customs tariffs adopted in periods of fluctuating prices actually 
produce, quite regardless of the will of those who adopt that pol- 
icy, a distinctly leveling action on prices. This is because the 
goods which are more expensive are affected by lighter duties, or 
are even somewhat relieved of duties, under the pressure of those 
interested in them; while the burden of new duties rests mainly 
upon the goods the prices of which are falling or are increasing at 
a slower rate.* We may thus perceive the existence in modern so- 
ciety of mechanisms of self-regulation reflex in character, often 
operated, to be sure, through the agency of a central co-ordinat- 
ing power, but yet not completely under the control and direction 
of this power. 


I began by saying that I conceived it to be my task in this 
course to describe and not to evaluate measures of economic poli- 
cy; toset forth and to explain their regularities and not to under- 
take to utter precepts of the art of politics. In order to reach de- 
cisions upon the desirability of various measures in the field of 
economic policy, it is evidently not sufficient to recognize the 
theoretical bases, yet it is desirable to ask one’s self whether the 


*See “Dazi doganali e prezzi,” by C. Gini and B. de Simone, in Rivista di 
politica economica, 1924, Nos. 6 and 7. 
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conditions exist that are calculated to make the application of 
these measures successful. Therefore, the statement is not sur- 
prising that not all the measures of economic policy which might 
be theoretically justified are capable, as a practical thing, of pro- 
ducing good results. The execution of an economic program 
and activity on the part of public authorities calls, as a matter of 
fact, for a sense of solidarity, a “spirit of the beehive,” as has 
been said, among the officials who carry out that policy, as well 
as on the part of the public affected by it. These qualities imply, 
on the one hand, the aim of toiling scrupulously in the interest of 
the community, and, on the other, a spirit of appreciation of such 
services and an implicit faith in those who render them. And 
even here we realize that it is difficult for the reason to build sol- 
idly except upon the instincts. Now, these instincts cannot come 
into play, on the part of man, without a long period of education, 
tradition, and selection. Yet, it is clear to any objective observer 
that there is progress even in this regard. At one time it would 
have been difficult to imagine the industrial and commercial lead- 
ers of a country in time of peace agreeing not to extend, unless 
with the prior consent of the national treasury, advantageous 
credits to the citizens of other countries; or again to conceive of 
the banks consenting, in the interest of the community as a 
whole, to obey instructions of the government regarding the con- 
trol of exchange. In this respect unquestionably, no less than in 
the technical program which has been achieved in the organiza- 
tion of great administrative entities, we find one of the reasons 
why the disadvantages to which economic policy gives rise are, 
as time goes on, becoming steadily less accentuated—a thing 
which, in its turn, makes possible the progressive expansion of 
economic policy in harmony with the constantly greater tasks 
demanded of it. 

And here, too, we find ourselves confronted by the harmoni- 
ous development of the needs of the community, on the one hand, 
and, on the other, of technical aptitude and psychic attainment, 
which prepare and favor their satisfaction. 


I believe that the more deeply we study the morphology and 
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physiology of society, in the light of the provisions of economic 
policy, the more we shall have occasion to marvel at the har- 
monies of constitution, of operation, and of development therein 
embodied. It has come to pass that medicine, which emerged for 
the purpose of correcting and checking the work of nature, in 
proportion as it has studied nature has been discovering, with 
growing admiration, the secret reasons for its ways; and it has 
found that the most effective part of its intervention must be di- 
rected to co-ordinating and encouraging, rather than correcting 
and checking, the work of nature. Likewise, the study of eco- 
nomic policy will lead us to an analogous practical result; and let 
us hope that this study will be as rich in scientific results as, in 
the field of biology, has been the endeavor to cure the ills of hu- 
manity. 
Corrapo GINI 
University oF RoME 




















THE SALARIED MEN’S ORGANIZATIONS 
IN GERMANY’ 


I 
N THE development of the salaried men’s organizations in 
Germany may be observed the effects of the forces at work 
in that country during the last decade. Early in 1918 the 
salaried classes were confident of the ultimate success of the 
German arms and were anticipating the rewards to which their 
self-denying behavior since 1914 had entitled them. Their asso- 
ciations were rooted in a pride of contact with the leaders of in- 
dustry and commerce and, as representatives of the merchant 
class (Kaufmannsstand ), they looked down upon the unions of 
workers as upon bodies of another and lower order. That they 
should seek to imitate the tactics of the unions was unthinkable. 
The revolution brought a change. Suddenly the organized 
workers leapt into significance as a barrier against anarchy. 
Employers, even those hitherto sworn to mastery in their own 
houses, fearing an inundation from the left, hastened to come to 
terms, and signed with the unions the Agreement of November 
15, 1918, recognizing their representative capacity and accept- 
ing the principle of the collective regulation of the conditions of 
labor. Thus were the social and economic functions of workers’ 
organizations within the German capitalistic system established. 
The laws concerning collective agreements and works’ councils, 
and the procedure of the arbitration boards, still further in- 
creased their importance. The associations of the salaried class 
found it necessary, if they were to have a voice in the new order, 
to claim the name and functions of unions (Gewerkschaften). 
Their constitutions were hastily changed, provisions repudiating 
the idea of economic action and denouncing strikes were elimi- 
nated, and employers ejected from place and influence. Mem- 
bership increased rapidly, especially among the hitherto insig- 

nificant bodies affiliated with the socialist unions. 
But it soon became evident that most of these changes were 
* For the opportunity to gather the material upon which this article is based 

I am indebted to the Social Science Research Council. 
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of the surface, dictated by the political considerations of the 
moment. The older associations had not been converted to the 
doctrine of the class struggle. They still believed in the possibil- 
ity of friendly understanding with their employers. It was for 
the years of inflation and rationalization to bring about an ap- 
preciation of the change in their economic position. For most 
salaried persons these years were a period of ferment. The wage- 
workers had long since acquired the theoretical basis upon which 
it was possible to proceed in the new order. The employers, after 
brief hesitation, gained confidence and set about to withdraw 
what concessions they could. But the salaried groups, cast from 
the security of what had seemed an almost static social order 
into a whirlpool of change, had to undergo a process of adapta- 
tion wiich is still under way.’ 

The factors which led to a change in attitude are the prod- 
uct, not merely of post-war chaos, but of the development of in- 
dustry. The first is that concentration of interest and unification 
of control by which the clerical classes are affected no less than 
the manual laborers. It is impossible to maintain a theory of 
personal relationship between the chief and his helpers in a con- 
cern when that concern is an organization like the Dresdner 
Bank, the Allgemeine Elektrizitats Gesellschaft, or the Ver- 
einigte Stahlwerke. It is still more hopeless to try to maintain the 
romantic notion that the office man or technical assistant is him- 
self on the way to becoming an employer, or even, on the other 
hand, that there is an essential difference between his position 
and that of a wage-worker. From the point of view of class rela- 
tionships the office and technical forces have become, in present- 
day Germany, part of the working class, and the new groupings 
recognize this fact more or less openly. The essence of the sala- 
ried men’s movement is a change in the sense of relationships, a 
growth, if not of class consciousness, of the recognition of the 
need for group action. 

The impressiveness of the process of concentration was the 
greater because of the speed of post-war development and the 
spirit manifested therein. It took place at a time when the 


2 An interesting account of this period is to be found in the article by Pro- 
fessor Lederer, “Die Bewegung der Privatangestellten seit dem Herbst 1918,” Ar- 
chiv fiir Sozialwissenschaft und Sozialpolitik, Vol. XLVII, No. 2. 
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unions, suffering from the effects of the inflation, were at their 
weakest, and the government, dominated by a middle-class block 
( Birgerblock ), had no Social-Democratic members. The con- 
centration made itself manifest by attacks on salary scales, on 
the eight-hour day, and on protective social legislation-—evi- 
dence of the earnestness of the employers’ declaration: “The 
day on which ten and twelve hours labor again becomes the rule 
for German workmen will be the day of the resurrection of Ger- 
many.” 

Rationalization, a second factor which profoundly influ- 
enced the thinking of all employees, was no mere imitative 
Americanization of German industry. Nor was it merely a reac- 
tion from the economic errors of the war and the inflation. It 
was a Change in the economic structure, speedy and drastic be- 
cause of the special conditions of the post-war period and the 
transformed world-market, but rooted in tendencies discernible 
decades before. On the one hand it was technical, having to do 
with the use of machines, the standardizing of wares, and the 
intensification of labor. On the other it was commercial, involv- 
ing the introduction of new methods of sale and of office manage- 
ment. The salaried class was affected both as regards the volume 
of work and its character. The obliteration of many distinc- 
tions heretofore of importance, and the simplification and sub- 
division of their labor, involved a distinct loss in status. Rela- 
tively speaking, the salaried man became less important to his 
firm, since more easily replaceable. The fact that he was middle- 
aged or had been long in service lost force. 

A third factor influencing the attitude of the salaried group 
is the swift rise in their numbers.* While the increase in the num- 


* Deutsche Arbeitgeberzeitung, April 25, 1920; quoted in Die Angestellten 
Bewegung, AFA, 1921-1925, p. 127. 

* Vocational censuses of 1907 and of 1915: Statistik des Deutschen Reichs, 
Bande 403-5. These statistics do not distinguish between Angestellten and Beam- 
ten and include with them soldiers, monks, and others. The total for this group in 
1925 was 5,273,744, including 1,437,328 women. Dr. Otto Suhr, of the Allgemeiner 
freier Angestellten Bund (AfA-Bund), has analyzed the official figures and con- 
cludes that in 1925 there were 3,500,000 Angestellten in Germany, of whom 
1,200,000 were women, being 16.6 per cent of the Arbeitnehmer group, as com- 
pared with 1,450,000 Beamten (6.8 per cent) and 16,172,000 wage-workers (Ar- 
beiter) (76.6 per cent). Die Angestellten in der Wirtschaft, Af{A-Bund (Berlin, 
1928), p. 23. 








664 WILLIAM T. HAM 


ber of workers in general from 1907 to 1925 amounted to 22.3 
per cent, that of the salaried persons (Angestellten) and officials 
(Beamten)° was 98.2 per cent, with the greatest growth in the 
subdivision of industry and handwork—129 per cent, as com- 
pared with 29.7 per cent for the workers. In commerce and 
transportation the corresponding figures were 82.5 per cent and 
62.6 per cent. The number of women in the first of these subdivi- 
sions increased by 457 per cent; in the second, by 175 per cent. 
In 1882 there were 2 salaried and official persons to every 100 of 
the gainfully employed in industry and handwork; in 1895, 3.3; 
in 1907, 5.7; and in 1925, 11. This increase, accompanied by a 
simplification of work, imparts to the group a certain mass char- 
acter which favors collective action. 

The factor to which can be traced most clearly the change 
in point of view is that of economic insecurity. During the war 
salaried persons suffered more than the workers. Their salaries 
were decreased at the outset and thereafter failed to keep up 
with rising prices. Only in the last year were the price-rise al- 
lowances granted them. Meanwhile the wages of the workers 
had been steadily augmented. “Youths of 15 or 16 earned more 
than salaried men grown grey in service.’”*® To a greater extent 

* To attempt to define these terms would require pages. The distinctions are 
legal rather than economic, Angestellter being the category opposed to that of Ar- 
beiter, the two together forming the group Arbeitnehmer. The juristic definitions 
are discussed in J. G. Lautner, Angestellten-Vertragsrecht, Teil I, pp. 49-110 
(Graz, 1927). The prevailing practice is to count as Angestellten those who are le- 
gally required to insure in the Reichsversicherungsanstalt fiir Angestellte, the 
classes being listed in the Berufskatalog of this institution. The Beamte was origi- 
nally an administrative functior-ry of the Reich, the states (Lander) or the com- 
munities (Gemeinden), but at present so many Angestellten are in the employ of 
the public authorities and so many Beamten have functions similar to those of 
Angestellten that the two terms are indistinguishable. Moreover, whole groups of 
Angestellten are in ordinary use referred to as Beamten, e.g., Bankbeamten. For 
purposes of this essay the Angestellten may be regarded loosely as members of the 
“salaried class” as distinguished from wage-workers, having salaries somewhat 
more fixed than those of workers and rights as to notification before dismissal 


somewhat more generous. In Germany there are three subdivisions of this group: 
commercial Angestellten, Angestellten in offices, and technical Angestellten. 

* Gustav Schncider, Die Angestellten im demokratischen Volksstaat (Leip- 
zig, 1920), p. 10. Cf. A. Aufhiuser, Weltkrieg und Angestelltenbewegung (Berlin, 
1918), pp. 40-46. 
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than the workers were the salaried classes subject to the laws re- 
garding forced service. To all protests civil and military authori- 
ties were deaf, or replied with menacing references to the trench- 
es. At the end of the war savings of a lifetime had been expended 
and indebtedness was the rule. The inflation put them once more 
at a disadvantage as compared with the wage-workers, since 
their relatively fixed payments were difficult to adjust to the rap- 
idly shifting standards of values. 

Before the war any considerable unemployment of persons 
of this class was unknown. Especially in the case of the older 
men was it an unquestioned assumption that one who had been 
long in the service of a firm might consider himself sure of aid in 
meeting the vicissitudes of later life. That he should find him- 
self upon the streets was unthinkable. Yet within a decade this 
has become common. Since 1924 the newspapers have often re- 
ported the desperation of older salaried men unable to support 
their families—‘‘older” meaning more than forty years of age." 
Of the 66,985 commercial salaried persons without positions 
registered in official statistics taken on July 16, 1925, 24,028 
(35.8 per cent) were such as had held directing or advanced 
posts, and 17,679 (26.4 per cent) were over forty.* The Report 
of the Ministry of Labor, of December 20, 1927, confirmed the 
view that men beyond their thirties were especially affected by 
the conditions of the period and that their difficulties rapidly in- 
creased with age.’ It cites the figures gathered by the out-of- 
work authorities (Erwerbslosenfiirsorge ) on July 2, 1926, to the 
effect that 21.6 per cent of the 144,190 salaried persons receiving 
aid were over forty years of age and 42 per cent over thirty. To 
these it adds the statistics of the institutions for supplementary 
aid (Krisenfiirsorge) of July 15, 1927, according to which 35.8 
per cent of the 27,917 salaried men being assisted were over 
forty, and 61.1 per cent over thirty. Among persons of this class 


* Berliner Tageblatt, February 20, 1929 (No. 86, Beiblatt 1), contains recent 
examples. 

* Reichsarbeitsblatt (Nichtamtl. Teil), Nos. 40-41, November 2, 1925, p. 649; 
No. 44, November 24, 1925, p. 711. 

* Denkschrift des Reichsarbeitsministeriums iiber die Lage der dlteren An- 
gestellten, No. 3852 of Reichstagsdrucksachen ; pp. 9-10, 70. 
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the long duration of unemployment has been a marked feature. 
Of the 66,985 persons first mentioned in the foregoing 53.6 per 
cent had been out of work six months or more, 17.8 per cent 
from a year to a year and a half, and 12.8 per cent for a longer 
period. A conservative estimate is that from January, 1925, until 
December, 1927, there were continuously some 150,000 persons 
of the salaried class seeking work. The worst conditions pre- 
vailed in the summer of 1926, when some 260,000 persons of this 
group were registered at the employment offices;*® of these 55 
per cent were in receipt of aid. One of the striking features of 
the situation has been the degree to which unemployment has 
varied among the various categories, the technical men being 
worse off, as a class, than the commercial and office employees. 

The causes of the unemployment are twofold. First, there is 
the displacement resulting from the rationalization measures, 
and, second, that caused by the deflation (Abbau) of the ex- 
panded war-time and inflation period personnel. At demobiliza- 
tion there was less unemployment than might have been ex- 
pected, owing, in part, to the introduction of the eight-hour day 
and of short time. The period of inflation caused the adminis- 
trative personnel to expand beyond all bounds; banks often had 
several times as many clerks as before the war. There was a 
notable influx into the ranks of the salaried of those impover- 
ished by the inflation, and also of officials who had lost their 
war-time places. The latter exerted an especially harmful effect 
upon salary scales since they were already in possession of cer- 
tain incomes from pensions and pursued their new calling only 
as a side line.** In 1924, when the Abdaw reached its height, 

* It is impossible to state exactly the numbers of the unemployed. Prior to 
the creation of the unemployment insurance system there was no unified source 
of material. Since this system is still too recent to serve the purpose, recourse 
must be had to the records of the public and association exchanges, as well as 
those of the Krankenkassen and of the Krisenfiirsorge. Hence arises duplication. 
Moreover, the figures of the associations are limited to their members, whose 
numbers fluctuate with the state of the market, and they include some persons 
who, still in employment, would like to change for the better. The Kranken- 
kassen and the Krisenfiirsorge cover only a proportion of those affected by un- 
employment. 

“Richard Seidel, Die Gewerkschaften nach dem Kriege (Berlin, 1925), 


Pp. 223. 
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some 200,000 bank clerks lost their positions, the insurance of- 
fices and those of the central government discharged some two- 
thirds of their employees, and the commercial sales forces were 
reduced by about one-quarter.** 

The facts concerning salaries are not easy to summarize be- 
cause of the variety of classes and of modes of payment, the ex- 
tent to which salaries are unrecorded, and the degree to which 
actual rates depart from those in the tariff schedules. Moreover, 
there is considerable variation in the payment of the same class 
of person in the different branches of industry, those in metal and 
textile concerns being paid least, and those in transportation 
most. Within an industry, too, the rates vary widely between the 
types of employment, technicians being better paid, as a rule, 
than commercial men. According to the insurance statistics, of 
the 2,569,760 salaried persons on the books from April 1, 1926, 
to March 31, 1927, 50.8 per cent received from 50 to 200 M. a 
month, 18.3 per cent received from 200 to 300 M. a month, 7.9 
per cent from 300 to 400 M., and 3.9 per cent from 400 to 500 
M.** On the basis of such figures the Institut fiir Konjuncturfor- 
schung has calculated that in January, 1927, the average salary 
_ was 159.50 M. a month, and in June, 1927, 170.96 M.** From 

the records of the Deutschnationale Handlungsgehilfenverband 
it appears that the monthly income of a male commercial em- 
ployee thirty years of age doing independent work of some diffi- 
culty (Tatigkeitsgruppe 3) was, in December, 1926, 270 M., 
and one year later 290 M. This is considerably higher than the 
average salaries listed by the Allgemeiner freier Angestellten- 
bund.** 

™ Die Angesteliten Bewegung, AFA, 1921-1925, pp. 256-57. 

" Bericht des Direktoriums der Reichsversicherungsanstalt fiir Angestellte 
iiber das Geschaftsjahr 1928, p. 11. These figures are inexact in that they do not 
include all salaried persons receiving more than 6,000 M. a year, since with these 
insurance was optional. Among those who receive less than 50 M. monthly—19.8 


per cent of the total—are included apprentices and such unemployed persons and 
married women as were able to carry some slight insurance. 

“ Vierteljahrhefte sur Konjuncturforschung (Berlin, 1927), Vol. II, No. 2, 
Pp. 26. 

* Deutschnationale Handlungsgehilfenverband, Report, 1927, Tarifstatistik 
opposite p. 72; Die Angestellten Bewegung, AFA, 1925-1928, p. 278. Cf. Soziale 
Praxis, Vol. XXXVI, No. 50, p. 1257. 
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The records of the associations indicate the movements of 
salaries in general. In 1924 there was a strong reaction from the 
low figures which prevailed at the time of the stabilization, 
amounting in some cases to a rise of 30 per cent during the year. 
The tendency continued during 1925, but in a lesser degree. 
The crisis year, 1926, brought cessation of the upward move- 
ment and some retrogression, but in 1927 the slow upward 
tendency was resumed and continued on into 1928. During the 
last two years salaries and the cost of living have moved to- 
gether. It seems clear that salaries are not as responsive to 
changes in price levels as wages. While at least the unskilled and 
semiskilled groups of manual workers have reached their pre- 
war buying power, and to some extent have advanced beyond 
it, the salaried classes have not been so fortunate. A comparison 
of the pre-war standard of living with that of the post-war pe- 
riod is difficult because of the lack of statistics for the earlier 
period and the variety of standards of consumption involved, 
not to speak of the revolution in habits brought about by the in- 
flation and the complications introduced by rent control. 


II 


The difficulty of organizing salaried men into bodies func- 
tionally analogous to unions has been considerable. The em- 
ployers’ policy of stressing the relationship of trust in dealings 
with this class formed a barrier to the recognition of common 
interests. The facts of the employment relation were obscured 
by the elaborate categories of payment, as well as by the exist- 
ence of a special law and insurance. The peculiar position of the 
clerk or technical man in the process of production, his seeming 
isolation from, and superiority to, the workman made it difficult 
for him to feel any kinship with wage-workers, or even, indeed, 
with his own fellows. For his “trust relation” with his employer 
implied a certain mistrust of his associates, who were either 
more or less trusted than he. Even though the number of sala- 
ried workers increased, making it ever more difficult to maintain 
this individualistic attitude, the majority remained disinclined to 
modify their point of view. For one thing, their numbers in- 
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creased more slowly than those of the workers; consequently it 
was possible for a conception of their work as a transition to an 
independent status, a free path for the capable, to retain its 
power. So long as this hope of independence remained, the in- 
tolerable continued to be tolerable. Only when it became clear 
that the supposed state of transition had become fixed did the 
idea of unity for common ends slowly make its way. Until recent 
years the movement has been extraordinarily diversified. 

The organizations of the salaried men, like those of the 
workers, fall into three groups representing three divergent 
views as to the position of the employee in the social system. 
These are the “Free” or socialist bodies, the Hirsch-Duncker 
Freiheitlich-nationale group, and the Christlich-nationale organ- 
izations. The Free associations represent the class-conscious 
standpoint that the white-collared are sellers of their labor like 
the manual workers and face the same problems. They are tra- 
ditionally Marxian in theory and aim at the extension of social 
legislation with a view to the gradual abolition of capitalism. 
Politically they are the republican picked troops of the salaried 
men’s movement. Their following is strong in commerce but rel- 
atively still stronger among organized foremen and technicians. 
These bodies are federated in the Allgemeiner freier Angestell- 
tenbund (AfA-Bund), which is co-ordinate with the Allgemeiner 
Deutscher Gewerkschaftsbund and the Allgemeiner Deutscher 
Beamtenbund, the three pillars of the socialist working-class 
movement. The Hirsch-Duncker associations are democratic 
and liberal. They repudiate the doctrine of the class war, but 
maintain that organization of the salaried is an aid to the ad- 
justment of interests which, in some respects antagonistic to 
those of the employer, in many others are identical with his. 
They claim to be realists, unmoved by the romanticism of the 
Marxians, on the one hand, or by that of the nationalists, on the 
other. They refuse to identify themselves with the manual work- 
ers but also reject the delusion that they are on a special foot- 
ing with the captains of industry. Their membership is largely 
commercial; their central body, the Gewerkschaftsbund der An- 
gestellten (GdA), is affiliated with the Hirsch-Duncker Gewerk- 
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schaftsring, which also includes workers’ and officials’ organiza- 
tions.** Akin to them in their middle class viewpoint are the 
Christlich-nationale associations, which, however, are distin- 
guished by the fact that they emphasize some non-economic fea- 
ture, such as anti-Semitism, Christian belief, or devotion to the 
Fatherland, as a condition of membership.*’ They share with 
the GdA an antipathy to “the dreary materialism and unpatriot- 
ic internationalism of the Social-Democrats.” The chief associa- 
tion of this group, the Deutschnationale Handlungsgehilfenver- 
band (DHV), made up of commercial employees, declares it- 
self to be “devoted to the idea of a democratic and social state as 
set forth in the Stein-Hardenburg legislation.”** The Gesamtver- 
band der Angestellten (Gedag), in which the DHV is predomi- 
nant, is their inclusive organization, but it is of little importance. 
It is affiliated with the Deutscher Gewerkschaftsbund, the or- 
ganization of the Christian workers, salaried persons, and offi- 
cials. Both the GdA and the DHV look upon themselves as 
professional associations rather than unions in any class-con- 
scious sense of the word. Critics point out that their tactics vary 
but slightly from those of their socialist rivals.” 

Although their methods may to some extent be regarded as 
characteristic of the “new” Germany, the organizations them- 
selves are by no means a product of it. Such bodies existed local- 
ly before 1858, when the 58-er Verein fiir Handlungs-Commis 
was founded at Hamburg as a friendly society, with the special 
aim of preventing exploitation of its members by serving as an 

* While the Hirsch-Duncker wage-workers’ unions have never had a large 
membership, among the salaried classes this branch (Richtung) has always been 
strong. 

** Among wage-workers the Christian organizations are predominantly Cath- 
olic, but among the salaried men they are largely Evangelic. 

* A. Zimmermann, Der Deutschnationale Handlungsgehilfenverband (Ham- 
burg, n.d.), p. 34. (Post-war.) 

* “Tt [the DHV] denies the existence of the class struggle but bases its pol- 
icy upon it! It speaks of ‘Unified national interest’—and carries on strikes! It 
preaches the unity of the merchant class,—and leads the assault against the policy 
of the employers’ associations!” F.Croner, “Die Angestelltenbewegung nach der 
Wahrungsstabilisierung,” Archiv fiir Sozialwiss. u. Sozialpolitik, Vol. LX, No. 1, 
p. 126. 
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employment exchange. This service was a prominent feature of 
all the associations. In early times the employers were members 
and often held office. The Leipziger Handlungsgehilfenverband, 
founded in 1881, set forth the first social-political program for 
the clerical classes. Closely associated with it was the Verein der 
deutschen Kaufleute (1884). These, with others, were the fore- 
runners of the GdA (1921). They made neutrality as regards 
political parties a fundamental principle. The DHV was founded 
in 1893, at Hamburg, by a group with strong party leanings and 
anti-Semitic prejudices. Though conservative in general char- 
acter, it was the first to repudiate the employers’ claims to equal 
representation upon the employment exchanges. Up to the war 
one of its principles was opposition to the employment of wom- 
en. The bodies which compose the AfA-Bund date from 1895, 
when the Verband der Biiroangestellten was founded. Like its 
ally, the Zentralverband der Handlungsgehilfen (1897), it was 
formed of local associations that had been established in the 
eighties. Its members were chiefly old union men who had be- 
come insurance officials, while those of the ZdH were employees 
of the consumers’ co-operatives. The foremen’s Werkmeister- 
verband, now affiliated with the AfA-Bund, was established in 
1884 as the first friendly society for this class of employee, while 
the Bund der technischindustriellen Beamten (1904) acted from 
the beginning as a union.*® At the end of 1913 there were, all 
told, seventy-seven Angestellten associations, with 756,271 mem- 
bers.”* 

As soon as common occupational interests began to come to 
the fore, outweighing conténtious special interests, there were 
efforts to federate the associations. The practice of allowing 
employees equal representation on association organs was gradu- 
ally laid aside. Still repudiating the union idea, the organizations 
passed on from exclusive concern with employment exchanges 
and sick benefits to agitation for legislation requiring evening 
closing, shorter hours, and Sunday rest. They demanded legal 

* A. Aufhauser, Weltkrieg und Angestelltenbewegung, p. 11. 

™ Sonderheft zum Reichsarbeitsblatt, No. 11. 
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protection against employers’ black lists and the extension of 
the insurance system. The advantages of unity were first clearly 
demonstrated in the agitation at the turn of the century for state 
insurance of salaried men. To this end two bodies were formed, 
in one of which all the older organizations were represented, in 
the other the bodies of a Social-Democratic tendency. The first 
group maintained that the welfare of the salaried classes ought 
to be a care of the state but demanded legislation embodying 
legal separation from the workers. The Free associations de- 
sired a system covering all employed persons. Somewhat later 
the necessity of voting together for insurance trustees and for 
members of the mercantile courts (Kaufmannsgerichte) brought 
about a still greater measure of unity. The first formal union of 
all non-socialist commercial associations occurred in 1912, when 
the Soziale Arbeitsgemeinschaft was set up to promote the work 
of the exchanges and secure united action for other common pur- 
poses. This became a very useful clearing-house for disputed 
questions during the war period. The Free associations estab- 
lished a similar organization in 1913, which ultimately became 
the AfA-Bund. 

Aside from this tendency toward unification, the war period 
was one of stagnation. Membership and income were reduced 
while expenditures greatly increased. The DHV, which in 1913 
had 147,000 members, had 30,000 in 1917. For the time being, 
the Free organizations practically disappeared. After the revo- 
lution there was an increase in membership, phenomenal among 
the latter but common to all. Then came the reaction and the 
falling away of support, in which process again the Free bodies 
were distinguished. Only since 1927 have they once more be- 
gun to increase the number upon their rolls. The middle-class 
groups, the GdA and DHV, grew less quickly, suffered less 
from losses, and took sooner the upward road.** They have in- 
creased notably the degree of tactical unity which exists between 

* At the end of 1924 the AfA-Bund claimed 543,596 members, and on July 1, 
1928, with fourteen constituent associations, 411,766 members. In December, 


1927, the GdA had 288,134 on its rolls, and the Gedag, with thirteen associations, 
had 460,000, of whom 316,612 belonged to the DHV. 
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them. In matters affecting insurance or law, the GdA and the 
DHV are usually to be found together on one side and the AfA- 
Bund opposed. But in questions touching salaries and the hours 
and conditions of labor the tendency toward unity is more in- 
clusive still, and all three groupings find themselves in accord. 
The desire to secure the best possible terms in the collective 
agreements is the most powerful motive at present existing for 
doing away with the old particularism. 

Among the questions upon which there has been marked 
division of opinion during recent years has been that of the 
proper form of organization. Shall the central body have real 
powers, or shall the individual associations retain their autono- 
my? At present the AfA-Bund presents the form of a loose 
federation, in contrast to the GdA, which is highly centralized, 
while the Gedag, the Christlich-nationale federation (Kartell), 
can hardly be said to function as such, so much is it in the shad- 
ow of the DHV. The AfA-Bund acts as a central committee of 
experts for the performance of every necessary common labor. 
The GdA, on the other hand, is an Einheitsverband, a registered 
body with a legal entity, which organizes salaried persons for all 
callings and forms for each calling a local, a district, and a na- 
tional branch. The DHV repudiates any combination which 
requires the relinquishing of its autonomy as representative of a 
special class (Stand), or the admission of women or of persons, 
such as Jews, not in harmony with its racial-political standards. 
It preserves, however, close relations, since the war, with the 
organization of salaried women, which is second only to itself in 
point of size among the bodies federated within the Gedag. 

The question as to the relation of the associations to the 
unions of workers has also been much to the fore, since it is ob- 
vious that in negotiations with the employers the attitude of the 
Gewerkschaften may be of crucial importance. The middle-class 
(birgerliche) associations, of course, demand complete inde- 
pendence, while preserving the right to co-operate when it seems 
advantageous. On the other hand, a certain section of the Free 
membership demand that the salaried groups shall identify 
themselves with the organizations of the working class in all 
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respects. A more reasonable opinion recognizes that the associa- 
tions must preserve freedom in dealing with their own problems. 
Salaried persons cannot simply merge themselves in an indus- 
trial union, either with the workers or among themselves. Hence 
the AfA-Bund emphasizes its federative character and the in- 
violability of the independence of the constituent organizations, 
while maintaining a general identity of interests with the wage- 
earners. 
III 

The economic policy of the salaried men’s associations has 
been similar in all three branches. Local bodies may wrangle 
over historical differences, but the central authorities are little 
moved by them. The old interest in benefits and exchanges has 
become secondary to a vigorous salary policy. All the associa- 
tions try to secure as many members as possible and to keep dues 
at the highest practicable level. They endeavor to secure collec- 
tive agreements covering as many of the conditions of employ- 
ment as possible, and to make them widely inclusive, both of 
salaried men and employers. A common aim is to secure the 
passage of favorable legislation. All this alike, despite the fact 
that the DHV describes its movements as inspired by the idea 
of co-operation between employer and men, while the Free as- 
sociations envisage themselves as carrying on the class war. 

The desire for collective agreements first made itself evident 
in the offices of the large industrial concerns and in the bureaus 
of the great commercial houses and banks. As compared with 
the wage-workers, the salaried men were slow to adopt the idea. 
Its economic basis—the presence of salaried employees in con- 
siderable numbers, working under similar conditions in single 
business concerns—has only recently appeared. Before the war 
there existed no legal right to conclude collective agreements, 
and the provisions of such agreements as existed, chiefly in the 
occupations of building, printing, woodworking, and tailoring, 
may be regarded as a measure of the ability of the wage-workers 
to impose their will upon their employers. The actual number of 
agreements was greater in 1913 (10,885) than in 1927 (7,490), 
but the total of concerns covered was, in 1913, only 143,088 with 
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1,398,597 employees, while in 1927 it was 807,300 with 10,970,- 
120." The salaried man bargained individually. Only the Free 
Zentralverband der Handlungsgehilfen had agreements with the 
consumers’ co-operatives, and the Verband der Biiroangesteliten 
had similar relations with the local sickness insurance authori- 
ties. The others confined themselves to the advocacy of general 
minima for salaries. 

After the war the situation changed. In the Agreement of 
November 15, 1918, the central associations of employers 
pledged themselves to collective arrangements with salaried and 
wage-workers alike. This pledge remained after one party to it 
had emerged from the valley of the shadow and regretted its 
commitments. Moreover, the unions had been strengthened 
legally and politically. The collective idea was given a legislative 
basis; ** it was later anchored in Article 165 of the Constitution 
and embodied in a series of regulations, of which the most im- 
portant was the Order Concerning Arbitration of October 30, 
1923. All extension of labor legislation aids in the process, since 
such measures assume the existence of collective bargaining. It 
seems unlikely that the great mass of salaried men’s agreements 
would have remained intact during 1924 and 1925 had it not 
been for the support of the arbitration authorities at the critical 
periods of expiration and renewal. The possibility of declaring 
an agreement, once concluded between the organized groups, as 
binding alse upon the unorganized, has been of much signifi- 
cance. 

Since 1918 there has been a steady increase in the number of 
agreements of this class. Recent figures are as given in the ac- 
companying table.” 

















No. of Agree- | No. of C No. of Person: No. of Women 
Date " ments _ a— "Covened 4 * Covered 
Jan. 1, 1925........ 1,434 218,749 1,833,805 514,017 
ee eee 1,607 206,557 1,681,737 512,639 
Jan. 1, 1927........ 1,641 247,814 1,654,336 500,957 

















* Reichsarbeitsblatt, Sonderheft, No. 43, “Die Tarifvertrage im Deutschen 
Reiche am 1 Januar, 1927,” p. 4. 
™ Verordnung iiber Tarifvertrage, etc., of December 23, 1918. 
* Die Angestellten Bewegung, AFA, 1925-1928, p. 197. 
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The agreements are usually negotiated in common by the 
organizations of the three branches in so far as their members 
are concerned. Those affiliated with the AfA-Bund, for exam- 
ple, participated in 1926 in 1,604 agreements, affecting 388,357 
members.** One of these, the Zentralverband der Angestellten, 
had, in 1919, 397 agreements and in 1926, 869. The DHV par- 
ticipated in 1928 in 890 agreements, having gained 82 during the 
year.*” The GdA associations were concerned with 753 agree- 
ments in 1927 as compared with 736 the year before, of which 
only 522 were between GdA bodies alone and the employers.” 

In content the collective agreements of the salaried group 
are similar to those of wage-workers; they show, however, more 
variety. Most of them consist of two parts, a Manteltarifvertrag 
(usually containing provisions as to hours, holidays, overtime, 
payment in case of illness, and dismissal notice) and a Gehalts- 
tarif, or salary schedule. The latter is valid for a shorter period 
than the former. The salary schedule is usually subdivided, on 
the one hand, on the basis of the work performed, into Tatig- 
keitsgruppen, from two to five in number, and, on the other, into 
three or four gradations based on years of experience and age up 
to twenty-seven or thirty. The first classification is designed to 
allow that flexibility so much desired by employers and to em- 
body the principle of payment for performance which they so 
esteem. A subdivision into at least four, and preferably more, 
groups is generally sought, on the ground that lumping of ex- 
cessive numbers in Group 2 of a three-group division is preju- 
dicial to the interests of both parties. There are, however, a 
large number of three-group divisions in existence. The age 
groups aim at securing to the salaried person advances in salary 
corresponding to the growth of his value to the firm, apart from 
the arbitrary will of the employer. By the time the end of the 
learning period of some ten years, conceived in a broad sense, 
has been reached, the clerk should be sure of a minimum salary 


* Ibid., p. 199. The AfA-Bund does not itself conclude agreements, but 
maintains an expert committee to aid its members. 

™ DHV Report (1927), p. 62; Deutsche Handelswacht, Vol. XXXVI, No. 
3, p. 2. 

* GdA Report (1927), p. 175. 
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corresponding to the standard minimum services required of 
him, and such as to make possible the support of a family, with- 
out the addition of family allowances. Above that age his pay- 
ment is a matter for free agreement betwen himself and his em- 
ployer.” . 

The majority of salary agreements in effect on January 1, 
1927, ran for a period of from six months to a year; some 17 
per cent covered a one-to-two year term.** The associations have 
opposed a tendency of some arbitration boards to lengthen the 
period of validity on the ground that this makes it difficult to 
bring salary scales into harmony with business conditions. The 
area covered by the collective agreements is very diverse. In 
1927, of the 808 in which the DHV participated, 6 covered 
the area of the empire, 215 were state- or district-wide in their 
operation, 500 were for localities, and 87 for particular firms. 
The agreements for the empire concerned salaried persons in 
banks, insurance institutions, potash works, governmental of- 
fices, and wharves for sea-going ships, the last named not cover- 
ing salary schedules.” 

The employers have not welcomed the extension of collective 
arrangements to their salaried employees. They insist that the 
salary schedules lack elasticity and that thereby the unqualified 
and indolent gain at the expense of the industrious and capable. 
In their view payment according to performance is the only safe 
rule.** The most that they are willing to concede to the associa- 
tions is the collective regulation of a minimum for each function- 
al group (Tdatigkeitsgruppe). They especially abhor the group- 
ings according to age. For a time an effort was made to avoid 
entering into collective agreements by means of a legal pretext, 
that of stating in the constitution of an employers’ association 
that said body was unauthorized to negotiate agreements. This 
device of gewollte Tarifunfaihigkeit was almost entirely dropped, 
however, when the public authorities took the position that such 

* DHV Report (1926), pp. 148-40. 

” Die Angestellten Bewegung, AFA, 1925-1928, Pp. 199. 

™ DHV Report (1927), p. 62. 


“ Vereinigung der deutschen Arbeitgeberverbinde, Geschdftsbericht 1925- 
1926 (Berlin, 1927), pp. 216-18. 
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self-limited bodies were not competent to represent employers 
in other capacities before the labor courts. The employers have 
further tried to confine the scope of agreements by demanding 
that only local associations of employers, or even local firms, 
shall be regarded as capable of entering into them. They have 
endeavored to secure recognition under the collective agreement 
law of the anti-union Werkvereine, which are usually of a right- 
wing political tendency and financially dependent upon the em- 
ployers, who often are members. There has been continuous ef- 
fort to secure from the courts the concession that an employee 
may voluntarily rencunce his rights under an agreement. The 
unanimity with which the associations combat these evasions is 
impressive. They all insist that the collective agrement is the 
sole means of securing to the salaried person a remuneration 
that is at once an existence minimum and a basic rate for fixed 
performance. They maintain that the principle of payment for 
performance is not only not incompatible with the Tatigkeits- 
gruppen, but is actually embodied in them. They refuse to leave 
the salary advances contingent upon experience gained up to 
thirty years of age to the good will of the employer, and the 
ground, frankly expressed even in the DHV reports, is lack of 
confidence. The desire of the employer for a single minimum 
for each Tatigkeitsgruppe, to which he may add in accordance 
with individual capacity, is met by the statement that such addi- 
tions are at present given in lamentably few cases, and that the 
employers, as a group, cannot be trusted to give them. Asser- 
tions of the employers as to fact are met with references to their 
refusal to permit association representatives to learn from their 
salary lists what they actually do pay.** The associations insist 
that the schedules of the agreements are to be regarded as 
minima. 

As things stand, however, in spite of the reluctance of the 
Northwest Group of the Association of German Iron and Steel 
Manufacturers, and of the employers in the shipping and metal- 
working industries, there are no associations of importance 
that officially repudiate agreement relations with their salaried 


* DHV Report (1926), pp. 144-45. 
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employees. Among small employers everywhere conditions are 
not just as the associations desire. There are also certain locali- 
ties, such as Brunswick and Cassel, where resistance to collective 
arrangements is stronger than elsewhere. On the other hand, 
the large concerns in retail trade have proved not at all averse 
to dealing with the associations on this footing. 

The system of wage payment known as family allowances 
(soziale Zulagen), so common in France and Belgium, has 
failed to take root in Germany because of the indifference of 
employers and the hostility of workmen. The salaried associa- 
tions, both Free and middle-class, share the feeling of the 
unions, and demand the abolition of all payments of this kind, 
adopted during and after the war and sometimes embodied in 
agreements, as the first requirement of a healthy salary policy. 
They denounce the allowances as highly antisocial, on the 
ground that the employers use these payments, which, after all, 
are but sums of from 10 to 20 marks monthly per child, as an ar- 
gument for keeping down the salaries of the unmarried men, 
whereupon it becomes profitable for them to discharge the older 
men and employ only the younger. The means of avoidin ~ this 
outcome, the equalization funds (Ausgleichskassen), were 
adopted only in the Berlin metal-working industry and in the 
ceramic and cement industries, where they were not long main- 
tained. The associations assert that reference to family relations 
should be an affair of state policy only, not of the labor market. 

The situation of the salaried groups as regards working time 
is not as favorable as that of the organized workers, who, in the 
main, are able to exact payment at from ro to 20 per cent above 
the customary rate for work beyond eight hours. The latter 
have also been more successful in securing a yearly holiday on 
pay. The postrevolutionary period, in which the eight-hour day 
was agreed upon between employers and employed and given a 
certain legal basis,** was followed by one in which such provi- 
sions were generally disregarded. For a time after the Regula- 
tions Concerning Hours of Labor of December 21, 1923, in spite 


“ For the workers the Anordnung of November 23 and December 17, 1918; 
for the salaried, the Verordnung of March 18, 1919. 








680 WILLIAM T. HAM 


of recognition of the principle, the eight-hour day existed only 
upon paper. The sanction given to voluntary extra labor per- 
mitted employers to do as they pleased and the national govern- 
ment set an example by imposing a nine-hour regimen upon its 
official personnel. It became the cunviction of the employed that 
the employers meant to make disregard of the eight-hour rule so 
common that the principle would disappear; this purpose the 
unions could resist only by the device of insisting upon the pres- 
ence of the provision in the agreements. Thus in 1924 the ma- 
jority of these documents still stated as basic the forty-eight- 
hour week, but consented temporarily to extra labor, up to six 
or twelve hours a week, without provision for extra pay. After 
1925 matters began to improve and the agitation of the associa- 
tions contributed to the passage of the Law Concerning Hours 
of Labor (Arbeitszeitnotgesetz) of April 24, 1927, which limits 
extra labor and requires payment for it, with many exceptions. 
At present the eight-hour day is quite generally accepted by the 
employers but the associations are determined to secure better 
terms as regards payment for extra time, Saturday early closing, 
and holidays on pay. 

Although the conditions of the labor market for salaried men 
have been such as to preclude any possibility of the widespread 
use of the strike, the attitude of the associations toward this 
weapon when, in isolated instances, it has been used marks a 
notable break with the past.*® Held in reserve as a final means 
of resistance, in practice the chances of its being used become 
ever less. The more extended the agreements, and the more 
highly developed the system of arbitration, with the device for 
extending the terms of an agreement to the unorganized, the less 
likely the resort to a stoppage of work. 

“On a successful eight-day strike in Berlin in May, 1926, the comment of 
the DHV was as following: “Commercial and technical men fought shoulder to 
shoulder for their rights The grayhaired competed with the youthful in 
demonstrating their union (gewerkschaftlich) solidarity This strike has 
brought the local Angestellten a splendid success, but its significance goes far be- 
yond the district affected by the terms of the agreement, for it has proved that 
the Angestellten are able to use the strike weapon with effect and that they are 
willing to do so whenever employers go too far” (DHV Report [1926], pp. 
126-27). 
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IV 


As a result of the unity achieved by the associations in re- 
cent years, they exercise a considerable influence upon legisla- 
tion. A number of their leaders are in the Reichstag under vary- 
ing party labels, and bring to bear very ably the political power 
of the group. The propaganda of the employers, such as that 
which asserts that social insurance constitutes an unjustifiable 
economic burden and that wages and salaries are kept down 
thereby, is countered with energy and intelligence. 

The insurance of salaried persons is administered by the 
Reichsversicherungsanstalt fiir Angestellte, which was estab- 
lished in 1911; it covers occupational disability, support of wid- 
ows and orphans, and medical service. Only those who receive 
less than 8,400 M. yearly are required to insure. This system is 
separate from the state invalidity insurance, which at present in- 
cludes some eighteen million workers, although until 1923 a large 
proportion of the salaried, those receiving less than 2,000 M. 
yearly, were included therein. The sickness, accident, and unem- 
ployment insurance systems apply to salaried persons as to 
workers, although to a considerable degree they have control of 
their own organs. 

There seems to be no economic or administrative reason for 
the separation of the insurance of the salaried from that of the 
wage workers; it is rather a matter of group egoism. According- 
ly, there is no subject on which there has been more strife. The 
DHV and the GdA defend the separate system tenaciously, on 
the ground that salaried men require higher benefits than work- 
ers, which makes necessary a scale of contribution beyond the 
reach of wage-earners.*® The AfA-Bund replies that only a few 
are able to pay high contributions, while the separation con- 
demns the rest to loss of the advantages that would flow from 
an all-inclusive system. It describes the present arrangement 
as costly and complicated and declares that some of the most 
exacting tasks of a properly managed system, such as the exten- 
sion of medical services and preventive care, are at present 


“Fritz Mantel, Die Angestelltenbewegung in Deutschland (Leipzig, 1921), 
pp. 11-12. 
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hopelessly handicapped, and negatively and bureaucratically 
managed. Besides, by reason of the subdivision the general in- 
validity system loses an ever larger class of good risks. 

The insurance machinery in general was subjected to severe 
strains from 1914 to 1924. Invalidity beneficiaries, for instance, 
increased almost threefold. Through loss of territory, which, 
according to Articles 77 and 312 of the Treaty of Versailles, in 
volved surrender of corresponding reserves, German insurance 
lost a tenth of its membership.*’ In 1924, in spite of government 
aid, it found itself practically bankrupt. With the stabilization 
of the currency, however, the rehabilitation of the salaried men’s 
insurance was one of the first tasks to be taken in hand, and 
since that time the consolidation has made steady progress. At 
the beginning of 1924 the basic payment to beneficiaries 
amounted to only 30 M. a month, and the addition based on 
contributions was reckoned at 10 per cent of the contributions 
paid after the inflation. In 1925 the basic payment was raised to 
40 M. and the percentage to 15 (in 1928 to 20 per cent), while 
the contributions made before the inflation were in part taken 
into account. The child’s allowance was increased in 1925 from 
3 M. to 7.50 M., and in 1928 to 10 M. Contributions were in- 
creased about one-third. In the case of the lowest salary class, 
those receiving less than 50 M. monthly, the duty of contribution 
was placed solely upon the employer, while the upper limit with- 
in which the requirement of insurance applied was raised by the 
minister of labor from 4,000 M. to 6,000 M. yearly, and in 1928 
to 8,400 M., which in buying power is little above the pre-war 
limit of 5,000 M. The average income of a beneficiary, not in- 
cluding children’s allowances, was, in December, 1927, about 65 
M. a month for commercial men and 70 M. for technicians. 

In all these changes the associations have played a part, the 
AfA-Bund often the most aggressive. The reserves of the In- 
surance Institution increased from 329 million marks at the end 
of 1925 to 733 million at the end of 1927. This situation gave 
occasion for proposals as to modifications and extensions. The 


™ Deutsche Sosialpolitik, 1918-1928: Erinnerungsschrift des Reichsarbeits- 
ministeriums (Berlin, 1929), p. 178. 
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AfA-Bund demanded the supplanting of the system of laying 
aside reserves for future demands (Anwartschaftsdeckungsver- 
fahren) by a pure assessment plan (Umlageverfakren), accord- 
ing to which those insured at any given time would be meeting 
by their contributions the current expenses. It declared that 
this would make possible an immediate increase in benefits. It 
asked further that the age limit be lowered from 65 to 60 and the 
required waiting time from 120 to 60 months of contribution. 
Finally, it demanded a more democratic administration of the 
funds, in accordance with Article 161 of the Weimar Constitu- 
tion, which requires “an all-inclusive insurance system carried 
on with the authoritative co-operation of the insured.” It called 
for the elimination of state officials from the administration and 
for direct election of the administrative council by the insured 
and their employers, instead of indirect election through trustees. 

The middle-class associations opposed the financial propos- 
als, declaring that the assessment plan would be ruinous. On 
the other hand, the DHV favored lessening the number of ad- 
ministrative bureaucrats. It opposed administration by the em- 
ployed alone, and also direct election of the council. The AfA- 
Bund proposals were adopted as the Social-Democratic program 
at the time of the election of the trustees in 1927, whereby the 
AfA-Bund increased its vote to 270,075, as compared with 136,- 
ooo in the last election, that of 1921. The thirty-seven other as- 
sociations, fighting together as a central committee, secured a 
total of 701,140 votes—evidence of good organization through- 
out the country. 

In the field of sickness insurance the Free associations suc- 
cessfully agitated in 1927 for a raising of the limit within which 
insurance is required from 2,700 M. to 3,600 M. Prior to 1927 
the non-socialist group had control of the institutions (Ersatz- 
krankenkassen), but in this year the others secured the right to 
form such bodies for themselves, having failed in their efforts to 
have the Ersatzkrankenkassen abolished in favor of a terri- 
torially unified sickness insurance scheme covering all em- 
ployees. 

In unemployment insurance recent years have seen notable 
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changes. Before the war, save for a few local aid schemes on the 
Ghent model, the only public arrangements were a part of the 
poor relief system (Armenpflege).** During the war such aid 
took: the form of assistance for those groups of workers in the 
textile and clothing industries who suffered especially under the 
abnormal conditions. The post-war machinery for those with- 
out work was primarily a demobilization measure, although it 
lasted, with modifications, from 1918 to 1927. Under these 
measures (Erwerbslosenfiirsorge) only those salaried men were 
originally included who received less than 2,700 M.:a year. The 
AfA-Bund led an attack against the middle-class associations 
with a view of securing the inclusion of the entire group. It suc- 
ceeded in getting the measures extended, after January 1, 1926, 
to all salaried persons covered by the insurance scheme for that 
group. 

During the long effort to secure a unified system of state 
unemployment insurance, which was to reach its goal in 1927, 
there was the same line-up of forces. The GdA and DHV wished 
the salaried to be excluded from the general scheme and sought 
the erection of special institutions to meet their needs. This plan 
the AfA-Bund opposed, urging that although such bodies might 
well serve the egoistic and competitive purposes of winning and 
holding members, the acceptance of the principle would make 
the creation of an effective state system impossible. Since what 
was permitted the salaried could not be denied to the workers, 
all good risks would establish their own institutions, leaving only 
the bad risks to the state. A majority of the Reichstag accepted 
this view. 

The necessitous condition of the older men has been one of 
the chief interests of the associations. Lengthy but fruitless dis- 
cussions in the Reichstag and in the Economic Council (Reichs- 
wirtschaftsrat) led to the formation in May, 1926, of a special 
subsection of the social questions committee of the former body 
to consider the subject.” This group arrived at unanimous 

* Omitting mention of the Tabaksteuernovelle of July 15, 1909, and that of 
September 12, ror9. 


*” The composition of this subsection illustrates the scattered allegiances of 
the salaried classes: Chairman Aufhiauser, Sozialdemokratische Partei (AfA- 
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recommendations, some of which were as follows: legal obliga- 
tion on employers to announce vacancies through designated 
exchanges, and checks on the use of advertising for such pur- 
poses; requirement that one of every five salaried employees in a 
concern must be over forty years of age; protection of older men 
as regards dismissal notice, and payment of a graded dismissal 
bonus on discharge; legal limits upon the use of apprentices in 
commerce. The employers resisted so effectively that the only 
result of this program was the passage of the Law Concerning 
Discharge Notice (Kiindigungsschutzgesetz) of July, 1926, 
which guaranteed to a salaried man thirty years of age, who had 
had at least five years service in a concern, a minimum of three 
months’ notice before dismissal. 

A further matter in which the associations have exercised in- 
fluence is that of labor law. Prior to the passage of the Law on 
Labor Courts (Arbeitsgerichtsgesetz) of December 23, 1926, 
which had been the subject of plan and counterplan since 1920, 
legal matters affecting workers fell under the jurisdiction of six 
different types of court.” Salaried men in commerce came under 
the Handelsgerichte. These were present only in certain dis- 
tricts; when present they could handle only those cases involv- 
ing values of less than 300 M., and they had no jurisdiction over 
men who received yearly salaries of more than 5,000 M. Similar 
complications applied to technical salaried men, save that they 
came under the Gewerbegerichte. Salaried men in offices and in 
agricultural concerns had no recourse but to the ordinary courts. 
The new law eliminated all this diversity by setting up labor 
courts for districts, for the states, and for the empire, with juris- 
diction over all employees except seamen, and a wide compe- 
tence. The aim is the inexpensive and speedy settlement of all 
cases, at the hands of experts. 


Bund); Lambach, Deutschnationale Volkspartei (DHV); Gerig, Zentrumspartei 
(DHV); Stéhr, Deutschvélkische Freiheitspartei (DHV) ; Thiel, Deutsche Volks- 
partei (DHV); Schneider, Demokratische Partei (GdA); Torgler, Kommunist- 
ische Partei. 


“ Kaufmannsgerichte, Gewerbegerichte, Innungsgerichte, arbeitsrechtliche 


Kammern der Schlichtungsausschiisse, Berggewerbegerichte, and ordentliche Ge- 
richte. 
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The question whether the salaried men should be subject to 
the labor courts was hotly debated. Influential middle class 
circles in the DHV desired separate courts for the commercial 
groups (Kaufmannsgerichtskammern), while the AfA-Bund op- 
posed the idea. There was much difference of opinion regarding 
the relation of the labor courts to the regular courts, the DHV 
arguing for the incorporation of the labor bodies in the regular 
system. As finally enacted the law provides for special Cham- 
bers (Kammern) for salaried persons but avoids that excessive 
subdivision which would have resulted from the formation of 
special bodies (Fachkammern) for single callings or branches 
of trade, as desired by the DHV but opposed by the GdA and 
AfA-Bund. Moreover, the independent standing of the labor 
courts was successfully maintained. 


The question arises whether the associations in Germany 
are to be regarded as an indication of what is likely to take place, 
sooner or later, elsewhere. How much of their development is 
to be attributed to the German genius for organization and to 
the peculiarities of the post-war economic and social situation is 
not clear, although it is obvious that the movement was much 
affected by the growth of union influence and the widespread 
acceptance of the collective principle. The embodiment of the 
idea of occupational representation in the constitution and the 
enactment of the laws regarding agreements, works councils, 
and arbitration would have forced some such policy upon the 
salaried, averse though they might have been to it. In Germany, 
however, among salaried persons it is the prevailing opinion that 
their organizations are but a response to the development of in- 
dustry, and that the German example will be followed wherever 
in the western world the capitalistic system, under democratic 
political forms, holds sway. 

WitiiaM T. Ham 


Harvarp UNIVERSITY 


























FRUIT DISTRIBUTION IN THE CANADIAN WEST 


N APPLE a day,” says the proverb; “vitamines for vi- 
A tality,” says the physician; “eat more fruit,” say the 
posters. But how can the people on the prairie, eight 
hundred miles from the nearest orchard, comply with these pre- 
scriptions? There are two million consumers on these almost 
treeless plains who depend, for all their fruit and many of their 
vegetables, upon sources of supply that are quite beyond their 
own control. Not a single car of fruit arrives on a prairie mar- 
ket without a railway haul of at least five hundred miles, and 
the average run for shipments of this kind is more than three 
times that distance. When we remember, in addition to this, 
that we are dealing with a highly perishable commodity, pre- 
carious to handle in the heat of summer and still more so in the 
biting cold of winter, we can realize some of the difficulties in- 
volved in putting into practice the good advice so freely given 
by proverb, poster, and physician. 

Despite these difficulties, however, the fruit situation on 
the prairies is by no means as unfortunate as it might at first 
sight appear to be. Thanks to the modern achievements of 
transportation and refrigeration, these provinces have access to 
the greatest fruit-producing area in the world and are able to ob- 
tain their supplies as cheaply and as regularly as people who live 
in close proximity to other fruit-growing sections less bountifully 
favored by nature. 

In the Pacific fruit belt, stretching from the famous Imperial 
Valley in Southern California to the Okanagan in British Co- 
lumbia, almost every conceivable variety of fruit is produced. 
The Imperial Valley, 200 feet below the level of the sea, sur- 
rounded by mountains and irrigated from the Colorado River, 
forms a natural hotbed, devoted in winter to the production of 
lettuce and tomatoes, in summer used to grow melons and can- 
taloupes. Sixty-one per cent of the lettuce commercially grown 
on the North American continent and 57 per cent of the canta- 
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loupes are produced in this fertile valley. Moving north from 
this subtropical region, we find that the nature of the produce in 
the various districts changes with the changing characteristics 
of their respective climates. Los Angeles is the center of the 
citrus section which produces 100 per cent of North America’s 
lemons and 63 per cent of her oranges. In the vicinity of Fresno, 
a little farther north, are the extensive vineyards which yield 
86 per cent of the grapes for the continent. Still farther north, 
around San Francisco, the orchards are devoted chiefly to the 
growing of peaches, pears, and plums, of which they provide ex- 
actly one-third of the total production. Some distance to the 
north of this, again, is the State of Washington, celebrated for its 
splendid apples. The quantity and quality of its production sur- 
pass all other states to such an extent that its apples can com- 
pete successfully, more than 2,000 miles away, in the home mar- 
ket of its greatest rival, the state of New York. Finally, at the 
northern end of this Pacific fruit belt is the province of British 
Columbia, which boasts greater production than any other prov- 
ince of the Dominion. 

It is from this prolific belt of fruitlands that the consumers 
of the prairie obtain seven-eighths of their requirements, and 
it is, therefore, evident on a moment’s reflection that, compared 
with the people of the eastern states or of eastern Canada, a 
large part of whose supplies are also derived from the same 
source, their position in regard to fruit is far from being a dis- 
couraging one. 


I, THE ORGANIZATION OF THE FRUIT TRADE 


The study of the economic organization by which these 
fresh fruits are made available to the prairie consumers can be 
most satisfactorily carried on with our attention centered upon 
one specific market and one specific source. The Edmonton ter- 
ritory, with which the writer happens to be most familiar, may 
be taken as a fairly representative distributing area, differing 
in some ways from the important market of Winnipeg, but typ- 
ical in most respects of the other prairie centers. The Okanagan 
Valley, which provides the prairie with approximately half of its 
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requirements, is, undoubtedly, the most interesting source to be 
considered in this connection. In 1927, out of a total of 1,354 
carloads of fruit and vegetables that arrived on the Edmonton 
market, 697 were shipped from British Columbia and prac- 
tically all of these originated in the Okanagan Valley. The grow- 
ers of the Okanagan Valley, on their side, depend almost entirely 
on the prairie demand for the sale of their produce, for, although 
some of their “fancy” and “extra fancy” apples of the most de- 
sirable varieties—such as MacIntosh and Delicious—find an 
export market in New York or in London, the great bulk of their 
tonnage must, of necessity, be disposed of in a market nearer 
home. 

We have, then, for our study at the one end of the chain the 
growers of British Columbia producing the fruit and, at the 
other end, the people of Alberta consuming it. Closely asso- 
ciated with the growers are the packers, who prepare the prod- 
uce for shipping, and, corresponding to them at the prairie end, 
we have the wholesalers and the retailers, who carry on the work 
of distribution. The wholesalers and the packers, commonly re- 
ferred to as the jobbers and the shippers, are kept in touch with 
each other through the medium of brokers in the prairie centers 
and selling agencies in the Valley. Lastly, there is the all-impor- 
tant physical link provided by the railway companies. 

In addition to these primary factors, there are three others 
whose functions are of sufficient importance to deserve a share 
of our attention. They are, first, the fruit branch of the Domin- 
ion Department of Agriculture, whose supervision ensures that a 
standardized pack and a uniform grade are maintained through- 
out the industry; second, the Horticultural Department of Brit- 
ish Columbia, whose representatives in the various districts give 
very valuable assistance to growers; and, third, the British Co- 
lumbia Committee of Direction, properly described as the In- 
terior Tree-Fruit and Vegetable Committee of Direction, whose 
task it has been for the last two seasons to regulate the whole of 
the marketing operations with a view to securing greater econ- 
omy in distribution and greater stability in prices. 

To understand more clearly the whole organization of the 
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industry we must examine in greater detail the functions of each 
of these factors. 









II, THE GROWERS 


The growers, who may be regarded as the primary produc- 
ers, form the basic population of the entire Okanagan district, 
which is wholly a fruit-growing community. The Okanagan is a 
narrow valley about 150 miles in length, running almost due 
north from the international boundary. Owing to the forbidding 
nature of the mountain sides and to the very limited supplies of 
water available for irrigation purposes, the area actually brought 
under cultivation does not exceed 50 square miles. There are a 
considerable number of large orchare's, but the typical unit of 
production is the little ten-acre farm ovred and operated by the 
individual grower who lives on it with his family and who does 
most of his work, except at harvest time, with only their assist- 
ance. The grower cultivates and irrigates the land; he prunes 
and sprays the trees; he thins the fruit in the early summer, and 
he pays for the picking of it in the fall. In most cases, it is he 
also who hauls it, in the open orchard boxes, down to the door 
of the packing-house in the nearest shipping center. 

The economic problems of the fruit growers resemble in 
many ways the problems of the grain growers. In the Okanagan 
district, as on the prairie, they have their prolonged periods of 
drought when everybody prays for rain, and they have their ill- 
timed drenching downpours, which split the cherries and stop 
all picking operations. They have their hail and their fire-blight, 
their coddling moth and their winter injuries. They have their 
heavy harvesting expenses and their costly water charges. They 
have their mortgages and their credit difficulties. Like the prai- 
rie farmers also they have low prices in the good years and 
scanty crops in the seasons when the prevailing rates are high. 
Some of the most serious problems they have arise from dangers 
that are common to all pioneer communities. When the settle- 
ments were first established twenty or thirty years ago, the 
potentialities of the Valley as a fruit producing area were ap- 
praised rather by the real estate agent than by the scientific hor- 
ticulturist and many of the settlers were attracted more by the 
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picturesque nature of the scenery than by the fertility of the 
soil. The value of the land in the Okanagan Valley has conse- 
quently been tremendously inflated from the start and this has 
resulted in an overcapitalization of all their agricultural enter- 
prises. Many of the sites that were chosen have proved to be 
quite unsuitable for orchards. Even more frequent than these 
mistakes in the choice of locations were the mistakes made in the 
selection of varieties to be grown. Some were planted which 
suffered from the severity of the winters and turned out to be 
light producers. Many others are commercially undesirable be- 
cause of the inferior eating or keeping quality of the fruit. Al- 
though a few instances are known in which the growers were 
deceived by unscrupulous nurserymen, most of these mistakes 
were due entirely to ignorance and to the experimental nature 
of their undertakings. Much has since been learned in the hard 
school of experience and the Horticultural Department advo- 
cates replanting as the soundest economic policy, but only in ex- 
ceptional cases can the growers afford to start afresh and wait 
another seven years for the new trees to bring returns. The re- 


sult is that the growers of British Columbia are by no means a 
prosperous group of people. Some have their cars and some 
have lovely homes; they all have beautiful surroundings; but 
none have made large fortunes, while, on the other hand, there 
are hundreds who, in spite of their original investments and 
their continuous labor, can scarcely make a living for them- 
selves and their families. 


III. THE PACKERS AND THE SELLING AGENCIES 


When once the fruit has been picked it passes out of the 
hands of the growers into those of the packers. They sort it 
out, under the supervision of government inspectors, into the 
various commercial grades and credit the growers accordingly 
for the loads that they have delivered. 

It is also necessary to sort the fruit according to size before 
the actual packing operations can begin. Ingenious machinery 
has been invented to perform this task. Weight, which is a cor- 
relative of size, is used as the controlling factor in supplying 
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each of the little packing-bins with fruit of uniform dimensions. 
The device in greatest favor is a long belt arrangement made up 
of a series of individual little carriers which pass over a succes- 
sion of triggers or trip-pins so adjusted as to release each car- 
rier over the appropriate bin according to the weight of the load 
it is bearing. Unfortunately, no machinery has yet been found 
which will pack the fruit satisfactorily from the bins into the 
boxes. This is done by hand, and as the season of employment 
is so short the problem of securing experienced workers is a seri- 
ous one. As considerable dexterity and care are required, the 
rates of remuneration are consequently high. About 30 per cent 
of the total operating costs consist of the wages paid for labor. 

The other large item in the expenses of a packing-house is 
the cost of materials for boxes and the paper used for wrappers. 
These amount to 50 per cent of the total charges. 

Besides grading the fruit and packing it into boxes of the 
regulation sizes for shipping and marketing, it is also the busi- 
ness of the packer to assemble the shipments as they are ordered 
through the selling agencies, to load the cars according to the 
specifications, and to dispatch them to their destinations on the 
prairie. 

The packing-houses of the Okanagan district fall into two 
distinct classes, the co-operative and the commercial. About 60 
per cent of the fruit is handled by the co-operative plants that 
have been established in many districts through the united ac- 
tion of the local growers. In these houses the charges are suffi- 
cient only to cover the costs of operation. The remaining 40 per 
cent of the crop goes through the commercial packing-houses, 
which are conducted for profit upon orthodox business lines. 
The charges made by these firms are from 15 to 20 per cent 
higher than those of the co-operative houses. Their rate on ap- 
ples, for example, including what they pay to the selling agency, 
is 65 cents a case, whereas the costs of handling through the co- 
operative organizations work out at something like 54 cents. 

Corresponding to these two groups of packers are the two 
centralized selling agencies, the Associated Growers and the 
Sales Service, the one with its office at Vernon and the other op- 
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erating from Kelowna. The Associated Growers is the selling 
organization of the co-operators and the Sales Service holds a 
similar position in relation to the commercial packers. It is their 
business to keep the brokers on the prairie thoroughly informed 
of all the supplies available and to push the sale of fruit in every 
way they can. They conduct the familiar advertising campaigns 
to popularize British Columbia fruits and to teach the prairie 
consumers to look for the “O.K.” label, or the “B.C.” label on 
the cases that they buy. Then when the orders are sent into 
their offices by the brokers they pass them on to the various 
packers belonging to their own particular organizations. 

There are still a few independent shippers who prefer to 
market their produce themselves by direct negotiations with the 
wholesalers or retailers on the prairie, rather than pay for the 
services of intermediaries whom they regard as unnecessary. 
The average shipper, however, finds it much more satisfactory 
to make use of the facilities they afford. The work of these cen- 
tral selling agencies eliminates a tremendous amount of duplica- 
tion and confusion of telegraphic communications, which would 
be unavoidable if each individual seller had to keep in touch 
directly with all his prospective customers and each individual 
buyer had to try a half-dozen different shippers before he could 
secure the particular assortment he required. The annual tele- 
graph bill of the Associated Growers alone amounts to well over 
$20,000. The advantages due to the selling agencies are, in 
brief: economy, system, and speed. 


IV. THE COMMITTEE OF DIRECTION 


The interesting and almost unique experiment which has 
been carried on under the Produce Marketing Act of British 
Columbia is worthy of attention. Having suffered very acutely 
in 1926 from the usual conditions of panic and chaos which pre- 
vailed among the shippers whenever there was a heavy crop to 
be marketed, and having tried repeatedly without success to 
establish a co-operative organization powerful enough to control 
the situation, the producers of the province finally turned to the 
government for assistance and asked for an act, based on a 














604 J. M. CASSELS 


Queensland precedent, to set up a board of control with author- 
ity to fix prices and to regulate marketing operations in general. 
This was admittedly a desperate measure and was bitterly op- 
posed in certain quarters, but the results during the last two 
seasons have shown that it was justified. The act came into 
effect in 1927 and the Committee of Direction commenced its 
operations in June of that year. 

Its first move was to prohibit any further shipments to the 
prairie on the old consignment basis. The practice of rolling cars 
to the wholesalers and allowing them to dispose of the contents 
at whatever prices they could get was a disastrously unintelli- 
gent method of marketing. The wholesalers, who were paid a 
commission for handling the fruit, were more concerned with 
the volume of the turnover than with the net returns obtained 
for the growers. It actually happened in certain instances that 
the shipper got less for a carload when it was sold than it had 
cost him in out-of-pocket charges for the packing and the 
freight. This system of consignment dealing tended to glut the 
markets early in the season and to bring the prices down far be- 
low their proper economic level. 

The ruling of the Committee, therefore, that no produce 
should move from the controlled territory except under contract 
of sale at a firm f.o.b. price went a long way in itself to put the 
fruit business on a sounder basis. The next step was to fix a 
minimum price for each commodity below which no shipper 
would be allowed to sell. With accurate crop-estimates furnished 
by the Horticultural Department and with daily information 
about business conditions and about competitive American quo- 
tations from their own representatives on the prairie, the Com- 
mittee were in a good position to decide wisely what prices would 
be in the best interests of the producers as a whole. This regu- 
lation of prices prevented, even in the big crop year of 1928, any 
return to the cutthroat competition of former seasons. Without 
removing the stimulus of commercial rivalry, the operations of 
the Committee raised this rivalry to a higher plane and made it 
a competition in service and quality rather than a competition 
merely in price. 
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The operations of the Committee have probably meant that 
the consumers on the prairie have had to pay a slightly higher 
price for the fruit that they have used. This, however, has not 
been without its compensations. In Section 14 of the Produce 
Marketing Act it is explicitly stated that “the committee shall 
have due regard to the interests of the persons growing, pro- 
ducing, retailing, consuming or using the product, so that the 
price fixed shall be fair and reasonable.” It happens, moreover, 
that the chairman of the Committee is himself a prairie man 
whose ideal is to have the fruit delivered to the consumer at the 
lowest possible price that will pay for the costs of its production. 
The Committee of Direction, like other organizations for co- 
operative marketing, is not intended to exact monopoly profits 
from the consumers, but only to secure for the producers the 
prices to which they are economically entitled by the services 
they render. If the growers donated the fruit and paid part of 
the transportation charges, the consumer naturally could buy it 
very cheaply, but in the long run such conditions would inevi- 
tably mean the ruin of the industry. In the old system of mar- 
keting there was also such an amount of carelessness and waste 
that the consumers gained much less than the equivalent of 
what was lost by the growers. Finally, the people of the prairie 
have benefited a great deal from the stabilization of the industry. 
The fruit trade has been made much more reliable. The Com- 
mittee forbade the shipment of fruit until it was properly ma- 
tured on the trees. It insisted upon good weight in every package 
and at no time did it allow the extremely small sizes to be put 
on the market at all. More important still was the influence it 
had in keeping prices fairly constant throughout the season. In 
the past, housewives have often been misled by the fluctuating 
prices and have missed their chance of buying certain fruits by 
waiting until they would reach a lower point. It has been the 
Committee’s policy to fix their opening prices sufficiently low so 
that they can be maintained throughout the season. This makes 
the movement of prices more calculable and it means that the 
highest extremes as well as the lowest have disappeared from 
the prairie markets. 
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Vv. THE RAILWAYS 


Both the Canadian Pacific and the Canadian National Rail- 
ways have branches running through the Valley and the deciding 
factor in the routing of cars is the speed with which they can be 
delivered at their final destinations. With the exception of cher- 
ries, which move in L.C.L. express shipments, practically all 
the produce of the Okanagan district is shipped by freight in 
carload lots. The railways provide refrigerator cars for the 
summer and heated cars for the winter, but the British Columbia 
growers are fortunate in being able to ship most of their fruit 
without incurring the expense of these additional services. The 
movement of apples in the late fall requires equipment that will 
protect them from some degree of frost, but it is only a very 
small proportion of their crop that is shipped in weather severe 
enough to require the use of the charcoal-heaters. In the sum- 
mer when the bulk of the movement takes place, although the 
days are hot, the period in transit is so short that the most of the 
shipments can be loaded quite safely in ordinary stock cars 
which, besides being a cheap form of equipment, have the fur- 
ther merit of providing excellent ventilation. This gives the Brit- 
ish Columbia growers a distinct advantage over their American 
competitors who dare not dispense with refrigeration. The icing 
charges, for example, on pears shipped from Yakima to Edmon- 
ton amount to 11 cents a case. 

Another great advantage that the Okanagan growers have 
over their competitors is in their ability to load mixed cars of 
fruit and vegetables suited to the weekly needs of quite small 
country towns on the prairie. As these towns would be unable 
to deal with straight carloads of any one kind, no American fruit 
can reach them without rehandling in the wholesale warehouses 
and reshipment by local freight or express. The extraordinary 
economies of the method of distribution by country cars should 
be appreciated by the consumers on the prairie as well as by the 
producers in British Columbia. 


VI. THE BROKERS 


There are two brokerage companies operating on the prairie. 
Each of these has five offices, one in each of the large distribut- 
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ing centers, Winnipeg, Saskatoon, Regina, Calgary, and Ed- 
monton. It is through them that the jobbers are brought in touch 
with the selling agencies and the shippers. The brokers are the 
agents of the shipper, soliciting orders from the wholesalers and 
telegraphing them in through the selling agencies. During the 
busy season they are in constant communication by telegraph 
and the brokers know from hour to hour the latest information 
available about supplies and prices and all other matters affect- 
ing the movement of fruit. 

The brokers, it must be remembered, are not exclusively the 
representatives of the British Columbia shippers. They act also 
as the agents of many other shippers who have fruit to market 
on the prairie. It is their business to secure quotations from all 
likely sources and to direct the purchases of the wholesalers to 
those particular points, whether in Canada or elsewhere, from 
which the supplies may be obtained most economically. This is 
true of both brokers in spite of the fact that one of them, the 
Canadian Fruit Distributors, is an organization owned entirely 
by the Associated Growers of British Columbia. As far as their 
British Columbia business is concerned, they work in close con- 
junction with the two separate selling agencies in the Okanagan 
Valley. One of these, the Associated Growers, sells exclusively 
through its own brokers, the Canadian Fruit distributors; the 
other, the Sales Service, gives its share entirely to the inde- 
pendent brokers known as the C. H. Robinson Co., Ltd. There 
is, therefore, in the fruit trade, from the growers right through 
to the brokers, a distinct cleavage which divides them into two 
ppposing camps. The co-operative growers with their own pack- 
ing-houses selling through their own agencies, the Associated 
Growers and the Canadian Fruit Distributors, are continually 
in direct and bitter competition with the rival faction of non-co- 
operators who ship through the commercial packers, the Sales 
Service, and the C. H. Robinson Co., Ltd. This is one of the 
characteristic features of the British Columbia fruit trade at the 
present time and one of the things that makes concerted action 
in the marketing of their crop a matter of the greatest difficulty. 
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VII. THE JOBBERS 


An extension of this cleavage can be traced even among the 
jobbers. Certain groups among them tend to align themselves 
with one or other of these opposing sections. Two of the largest 
wholesale organizations are the Nash Symington Company and 
the Consolidated Fruit Company, Ltd., both of which have nu- 
merous branches scattered over the prairie. Out of a total of 
one hundred wholesale houses located in the three prairie prov- 
inces, exactly fifty belong to one or other of these two firms. As 
the Nash is an American organization and the Consolidated a 
Canadian, the competition between these two great rivals is par- 
ticularly keen. Not unnaturally they tend to patronize different 
brokers. The C. H. Robinson Co., Ltd., as successors to the 
Mutual Brokers, which was a Nash Symington concern, have 
consequently fallen heir to the Nash accounts, while the Cana- 
dian Fruit Distributors as a rule get preferential treatment 
from the branches of the Consolidated. The permanence of these 
adventitious alliances is, of course, a matter of uncertainty, and 
even at the present time the lines of cleavage among the jobbers 
are obscured by the presence of many independent concerns that 
maintain a practically neutral attitude. 

An interesting feature in the organization of these large con- 
cerns is their practice of putting duplicate houses in all the im- 
portant distributing centers. Where we would expect to find one 
of thein branches, we find two or sometimes three—all operating 
under different names and competing with each other to all ap- 
pearances as if there were no connection between them. For ex- 
ample, in Edmonton, a city of about 70,000 people, the Nash 
Symington Company has two branches known as the Brown 
Fruit Company, Ltd., and the Royal Fruit Company, Ltd.; 
while the Consolidated interests also have two, known as the 
Scott Fruit Company, Ltd., and the National Fruit Company, 
Ltd. In Winnipeg there are three Nash houses, the Bright-Em- 
ery Co., Ltd., the Rogers Fruit Co., Ltd., and the Sterling Fruit 
Co., Ltd. This duplication and triplication of services and costs 
is manifestly wasteful from the point of view of society and yet it 
has been conclusively demonstrated that in the competition for 
business it is thoroughly profitable for the companies concerned. 
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Several reasons may be suggested to explain this. On the 
one hand, although they are ostensibly competitors they do co- 
operate in numerous ways and contrive to retain many of the 
advantages, particularly in their purchasing transactions, which 
they would enjoy if operating as a unitary establishment. On 
the other hand, the fact that they have two managers working 
under precisely similar conditions enables the supervisors to 
check them up closely and to spur them on to the greatest pos- 
sible efforts and efficiency. The presence, moreover, of two 
houses instead of one seems to fill the competitive field more 
completely and to leave less opportunity for outside firms to get 
a start. Finally, the most important part of the explanation 
seems to be that the retailers, even when they are perfectly 
aware of the relations between the two houses, nevertheless 
treat them as if they were separate concerns and give to each a 
certain share of their business. Retailers in order to get the best 
service find it advisable to open up more than one wholesale ac- 
count. It suits them best, as a rule, to deal with about three fruit 
jobbers and in order to keep in touch with them all they divide 
their weekly business among the different travelers. The pro- 
portions that they give to each may be quite unequal, but there 
is a definite policy of sharing the business among them. Ob- 
viously, then, if both the branches of the Nash or of the Con- 
solidated can establish themselves with any retailers they will 
get two shares of the business in cases in which a unitary house 
would have secured only one. 

The part played in the process of distribution by the whole- 
salers in general is of great importance. The control of distri- 
bution from one end of the prairie to the other is at the present 
time very largely in their hands. Not only do they take the re- 
sponsibility for bringing in the fruit and delivering it in the 
required quantities to the various retailers, but it is also through 
them that many of the country stores obtain the credit they re- 
quire for handling it. It would hardly be an exaggeration to say 
that their function partakes of the nature of credit as well as of 
merchandising. In the rural districts where the farmers’ returns 
come in spasmodically, the storekeepers are obliged to give them 
liberal terms of credit and, in turn, to ask for accommodation 
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from the wholesalers. In many cases the jobbers carry certain 
retailers on their books throughout the season and get no more 
than fractional payments until after the harvest. In this way a 
heavy financial risk is added to the already serious risks in- 
volved in merchandising a perishable commodity, and these con- 
siderations, together with the seasonal nature of the trade, ac- 
count in a large measure for the high costs of operation in the 
wholesale fruit business. 

The seasonal fluctuations are, of course, particularly charac- 
teristic of the trade. In the summer months it is a strenuous and 
exciting game in which every minute has its value; in the winter 
it is a quiet and monotonous employment. In September, 1928, 
481 carloads of fruit and vegetables were handled in the Edmon- 
ton district, whereas in the month of February there had been 
only 49. The peak of the movement is reached each year in Sep- 
tember when the preserving fruits, the pickling vegetables, and 
the MacIntosh apples are at the height of their seasons in Brit- 
ish Columbia. The lowest point is always found in the middle of 
the winter and is due not only to the fact that many fruits are 
out of season, but also to the extreme difficulty of handling those 
which are available. Freight can only be moved in heated cars; 
express shipments require to be wrapped in paper; and in spite 
of these precautions the fruit is often damaged between the 
warehouse and the freight sheds or between the country depot 
and the retailer’s store. Sensitive fruits, like bananas, are so 
liable to be chilled even inside the stores that many of the wisest 
grocers refuse to handle them when the weather is at its worst. 
Another reason for the decline of the movement in the winter is 
the actual curtailment of the consumers’ demand. Fruit being a 
commodity that is sold by sight, much less is used when the 
housewives are prevented from going out to the stores to do their 
shopping. The volume of business done in September is ten 
times that done in February. 

These fluctuations, of course, increase the costs of doing 
business. Very little can be done to reduce the current expenses 
in the slack season; overhead goes on as usual, all the highly 
paid employees being retained throughout the year and prac- 
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tically the only economy being achieved by the discharge of two 
or three more poorly paid workers from the warehouse staff. 
Some attempt is made to offset these irregularities in the fruit 
business by carrying lines of tobacco and confectionery, but this 
is very far from being a complete solution of the difficulties. In 
recent years the wholesale grocers have been venturing farther 
and farther into the field of the fruit jobbers and one of their 
chief advantages has been that their overhead has been carried 
very largely by the more stable commodities. The difficulties of 
the grocery houses, however, have come in the summer, when 
the fruit and vegetables require more specialized care and atten- 
tion than they are inclined or able to give them. These seasonal 
difficulties of the trade are extremely hard to overcome. The 
jobbers, the brokers, the selling agencies, and the packers all 
lose money in the winter time and can stay in business only so 
long as they are able to recoup themselves by making handsome 
profits in the summer. 

The competition between the wholesalers is keenest at the 
height of the British Columbia movement. Large quantities are 
being handled and every additional car contributes something 
to their profits. Each firm strives to put as many cars as pos- 
sible into the country towns where they have good accounts and 
when it happens, as it often does, that two or more of them roll 
cars into the same place at the same time, prices are sure to be 
cut pretty close to costs before their entire stocks have been 
completely cleared. On occasions these price wars rage so furi- 
ously week after week that none of the jobbers find it profitable 
and, finally, one or other succeeds in driving out its rivals and 
obtaining practically undisputed possession of the field. 

Their competition is in many respects extremely bitter, and 
yet they are driven by their common interests to work together 
in more ways than one. Their dealings with one another afford 
a curious illustration of the way in which hostility and friendship 
are combined in the relations of men who are engaged in the 
same line of business. For example, during the winter, when 
they would find it extremely risky to handle individually the 
straight cars of green vegetables that are required, they arrange 
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to bring in pool cars and share them among five or six houses. 
The same method is used in handling berries, cantaloupes, pine- 
apples, cranberries, sweet potatoes, and other commodities for 
which the demand is strictly limited. These pools are usually 
composed of only five of the well-established jobbers and it is 
part of their general policy to shut out the grocery houses and 
the smaller jobbers who are trying to break into the business. 
Their common resistance to the encroachments of these newer 
competitors is one of the strongest bonds of unity among the 
veterans of the trade. 

The co-operation in their pooling transactions naturally in- 
volves an understanding in regard to the prices at which they 
propose to sell the commodities in question, and this enables 
them to make fairly substantial profits on what they handle in 
this way. It is said that more money can be made on a car of 
California celery than on any other commodity. Having expe- 
rienced the advantages of price agreements in connection with 
these deals, it would be strange if they did not attempt to extend 
the practice to other phases of their business. This they actually 
do, but their attempts never meet with anything like the same 
success. There are two difficulties that interfere with the effec- 
tiveness of these more general price-agreements. In the first 
place, the outsiders cannot be prevented from bringing in sup- 
plies of their own and turning them over on as narrow a margin 
as they please. In the second place, even within the pooling 
group, when it is possible to handle the carloads individually the 
temptation to cut prices is too great to be resisted. The result is 
that although a list of prices is nominally agreed to each week 
at the jobbers’ meeting, it is by no means strictly adhered to in 
practice. 

Some markets are more thoroughly organized in this way 
than others. In Edmonton the presence of a couple of strong, 
independent firms has prevented any very effective understand- 
ings. In the city itself and in the towns along the Canadian Pa- 
cific Railroad main line, there is no pretense whatever of fixing 
prices. This is referred to as “open territory.” In the outlying 
districts where the independents have less influence, the “Big 
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Five” have their private understandings and prices are cer- 
tainly somewhat higher than in the city, but even here it can 
hardly be said that the agreements are completely effective. 
Higher prices would, undoubtedly, be obtained at the more dis- 
tant points in the natural course of events without the existence 
of any understandings, for the simple reason that it costs more 
to get the business and to fill the orders. The conclusion, there- 
fore, seems to be that the pooling arrangements are economically 
sound and that the general price agreements, in the Edmonton 
district at least, are not sufficiently effective to cause any serious 
injury to the public. 


VIII. THE RETAILERS 


Practically all the fruit used on the prairie passes through 
the hands of the retailers. Attempts have been made to eliminate 
all the middlemen by shipping direct from the orchard or the 
packing-house to the consumer, but this works out satisfactorily 
in only a few exceptional cases. Occasionally a retired prairie 
farmer who has taken up a little orchard in the Okanagan dis- 
trict can arrange to ship to his former neighbors and friends, but 
it would be impossible for consumers in general to deal directly 
with the growers eight hundred miles away. The orders would 
have to be given weeks in advance and the fruit would have to 
be accepted whenever it chanced to arrive. The buyer would 
have to have absolute confidence in the reliability of the ship- 
per, as rebates on account of quality or condition would be ex- 
tremely difficult to negotiate. Moreover, the saving that would 
be effected by eliminating the charges of the middlemen would 
be largely offset by the higher costs of transportation for small 
individual shipments. For these reasons the direct shipments to 
the consumers are of no real significance in a discussion of the 
fruit trade. 

By far the greatest part of the fruit is finally distributed 
through the ordinary grocery stores. The confectioners handle 

* The “Big Five” are the five large wholesalers who buy together in the pool- 
ing operations referred to. They are the Brown Fruit Co., Ltd., the Royal Fruit 


Co., Ltd., the Scott Fruit Co., Ltd., the National Fruit Co., Ltd., and Plunkett, 
Savage and Sutherland, Ltd. 
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some of the fancy varieties for which they usually ask quite fan- 
cy prices; in certain cities, notably Calgary, a considerable pro- 
portion of the trade is in the hands of Chinese peddlers and mar- 
ket gardeners; in other places there are found some specialized 
fruit stores; but on the whole it is true to say that most of it 
reaches the consumers through the medium of the grocers. 

In handling fruit the large stores have an immense advan- 
tage over the small ones. The corner grocery in the city or the 
general store in the small country town runs far greater risk of 
loss than does a large establishment. The problem of the small 
storekeeper is created by the double uncertainty of his deal- 
ings—the uncertainty of his demand and the uncertainty of his 
supply. This is, of course, even more serious in the country than 
in the city. The storekeeper may buy a case of berries in antici- 
pation of a brisk demand and may then find that his customers 
have lost their inclination to buy on account of some event as 
commonplace as an ordinary rainstorm. On the following day, 
the berries will have lost their bright appearance and will be 
much more difficult to dispose of. Even under the most favorable 
conditions, he is likely to have a few baskets left over occasion- 
ally which have to be written off as shrinkage. This is true of 
many other things less perishable than berries. By the time he 
reaches the bottom of a case of oranges or apples he may find 
that some are bad and all are becoming so dry and wizened that 
they will not sell at the normal prices. The demand for fruit is 
very capricious. It is well known that the demand for such 
things as peaches comes to a stop at the end of the preserving 
season very suddenly and quite without warning. The demand 
may be strong today and tomorrow it may have ceased abruptly. 
In such cases even a considerable reduction in price often fails 
to stimulate a revival. We might suggest as a reason for this 
that the housewives have reached the limit of their sealer ca- 
pacity and are reluctant to invest in more, but whatever the ex- 
planation may be, the fact remains that this phenomenon is fre- 
quently the cause of serious losses to both the retailers and the 
wholesalers who happen to be caught with large supplies on 
hand. 
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The retailer has also his worries about the condition and 
quality of the fruit that he has ordered. Here we have the un- 
certainty of his supply. However careful the wholesaler may be, 
he cannot always promise to supply fruit at the exact stage of 
maturity required by the retailer. When a retailer gives a large 
order he probably counts on getting the fruit pretty green and 
having plenty of time to dispose of it, but when it arrives he 
may find that it is ripening much more rapidly than he had 
anticipated. Similarly he has the chance of getting fruit that is 
brightly colored and attractive in appearance or of getting fruit 
that is poorly colored and difficult to sell. These are matters 
about which the travelers’ promises can give him no assurance. 
Another element of uncertainty is introduced by the fact that he 
does not know what supplies may be offered on the market by 
his competitors. 

The large stores in the cities are much more fortunately sit- 
uated. As a rule they are able to employ a buyer with a special- 
ized knowledge of the trade, whose duty it is to inspect the fruit 
on the jobbers’ floors before he makes his purchases. Buying in 
large quantities, they are also able to obtain the lowest prices in 
the market. On account of their rapid turnover, their stocks are 
always fresh. This attracts more customers and their advantages 
are thereby increased still further. Many of these stores can 
handle straight carloads in the busy season, and in such cases 
the wholesalers are prepared to take orders at very little over 
the delivered costs to themselves. Even for these big concerns 
the fruit business has its risks, but they are greatly reduced by 
the extensive scale on which their activities are carried on. 


IX. THE COSTS OF DISTRIBUTION 


Having now discussed the various factors involved in sup- 
plying fruit to the prairie consumers, we are in a position to in- 
quire how the consumer’s dollar is divided among them in pay- 
ing for their services. 

This can best be done by taking a few concrete examples: 

1. On August 14, 1928, Duchess apples of the “Household” 
grade were being sold in the larger city stores at 4 pounds for a 
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quarter. Nowhere on the Edmonton market would they be sell- 
ing for less, and very few of these early apples would be sold by 
the box. A crate is supposed to contain about 40 pounds when 
it is packed, but in weighing them out to their customers the re- 
tailers seldom get paid for more than 36 pounds, which means, 
in this instance, that they would realize about $2.25 on every 
crate they sold. 

At this time the wholesale price in the city was $1.50, and 
the delivered cost to the jobber was $1.32. This delivered cost 
was made up of the f.o.b. price at which the apples were in- 
voiced, plus the charges of the railway company for transporta- 
tion. The freight rate on apples from the Okanagan to Edmon- 
ton is 95 cents a hundredweight, and the standard billing weight 
for crates is 48 pounds. Therefore, the share going to the rail- 
way company was about 47 cents. The f.o.b. price, under the 
current regulations of the Committee of Direction, was 85 cents. 
In this were included the returns to the broker, to the selling 
agent, to the packer, and to the grower. The broker is paid a 
certain commission by the selling agent for every car he sells. 
The selling agency obtains its share by charging the shippers a 
certain rate per case for all that it disposes of. The figures for 
packing costs used in the following illustrations are based on the 
statements of the co-operative organizations at the end of the 
1927 season. 

Out of the invoiced price of 85 cents per case, the Associated 
Growers got 7 cents, and they paid the Canadian Fruit Distrib- 
utors at the rate of $25 a car. The Co-operative packing-house 
got 40 cents per case, and the grower, who is always the residual 
legatee, was left with 38 cents. 

This means that when the consumer spent $1.00 on Duchess 
apples, it was divided among the various factors concerned in 


the following proportions: 
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2. If we take next the example of Bing cherries, we find that 
the proportions were somewhat different. Since they also are 
sold to the consumer by the pound, the retailers’ charges are 
again fairly high. On the other hand, their value being great in 
proportion to their bulk, both the packer and the railway com- 
pany get smaller shares of the total value. The grower, in this 
instance, gets a considerably larger share, but it must be remem- 
bered that cherries are more difficult to grow than apples and 
that the costs of picking alone amount to 40 cents a case. 

The figures used in this example are based on the conditions 
prevailing in the downtown stores of Edmonton on July 27, 1928. 
The retail price was 30 cents a pound, and allowing 18 pounds to 
the case this would amount to $5.40. The wholesale price was 
$4.00, and the delivered cost to the jobbers was $3.27. As they 
were brought in by express, the transportation charge was 52 
cents a case. The f.o.b. price at the time was $2.75. The selling 
commission was 7 cents; the packing cost was 43 cents; and the 
growers were left with the handsome sum of $2.25 a case. 

Expressed as proportions of the consumer’s dollar the re- 
sults are as follows: 
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In this connection it is significant to notice that the proportion 
going to the grower from the sale oi Bing cherries was larger 
than in the case of any other commodity shipped from the Okan- 
agan district in 1928. 

3. In the two preceding examples we have taken the prices 
prevailing in the cheapest of the city stores, but we must not 
overlook the fact that prices are higher in the country places. 
This may be illustrated by the example of apricots. 

On August 14, 1928, the delivered cost of No. 1 Royal apri- 
cots to the wholesalers was $1.34. The price to the retailers in 
the city was $1.60, while the price to retailers in the country 
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was $1.75. In the city the big retailers were selling to the con- 
sumer at $1.75, but in the country the price was at least $1.95, 
and in most places a good deal higher. 

4. Asimilar discrepancy would be found in connection with 
any commodity we might choose to take. One other example will 
suffice to illustrate the general rule. During the month of Au- 
gust, 1928, from the 14th to the 28th, tomatves, in four-basket 
crates, were being quoted by the jobbers at $1.25 in the city and 
$1.40 in the country. They were being sold to the Edmonton 
consumers at 35 cents a basket, or $1.38 a case, while the people 
in outlying parts of the province were paying anything from 40 
cents to 50 cents a basket for the same quality of tomatoes. 

5. Another point worth illustrating is the difference in price 
paid by the consumer when the commodity is bought in the 
original container and when it is bought in broken lots. When 
the retailer is required to provide paper bags, to weigh it, to 
parcel it up, and to incur the additional risks of shrinkage, he is 
naturally obliged to take a much larger margin to work on. 

On August 21, Fancy Transcendent crabapples were being 
sold to the retailers in Edmonton for $1.50 a case. They, in turn, 
were advertising them at $1.70 a case, or 4 pounds for a quarter. 
The retailer could probably weigh out 36 pounds from a case 
and would, therefore, get $2.25 a case when he sold them in 
broken lots. 

6. Cucumbers afford us a similar illustration. In the height 
of the season they were being handled by the case on a very nar- 
row margin; the retailers were taking only about 5 cents a case. 
But when they were sold by the piece—as many would be—the 
price was 5 cents each, and the returns from a case would be 
something more than 40 cents. 

7. There is still another element to be introduced into our 
calculations if we consider the fruit which is imported from the 
United States as well as what is brought from British Columbia. 
Most varieties of fruit from abroad are subject to a high customs 
duty which, in this instance, forms an element in the price paid 
for these commodities by the consumers. In a single year, 
March, 1927, to March, 1928, the consumers of the prairie paid 
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$355,432 to the customs department in this way. The tariff on 
fruits was designed to give protection to the native industry in 
British Columbia. 

Good illustrations of this additional element in the price to 
the consumer are afforded by the preserving fruits, which are 
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Fic. 1.—Distribution of returns from cases of No. 1 Elberta peaches sold in 
Edmonton, September 5, 1928, showing the differences in the elements entering 
into the costs of peaches from Washington and from British Columbia. 


brought in each year simultaneously from Washington and Brit- 
ish Columbia points. It is the jobber who decides whether it is 
more economical to buy from the one source or from the other, 
and his decision is based on a calculation of the delivered costs 
for goods of a similar quality obtained from these different ship- 
ping points. We may know, therefore, when we see British Co- 
lumbia peaches and Washington peaches of the same kind sell- 
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ing side by side in the same market that the delivered costs must 
be approximately equal. 

On September 5, 1928, No. 1 Elberta peaches from these 
two sources were selling in Edmonton at $1.25 a crate to the con- 
sumer. The wholesale price was $1.15, and the cost to the jobber 
was $1.10. The packing and selling charges in Washington may 
be taken as practically the same as those in British Columbia; in 
this instance, 31 cents. As will be seen from the diagram at a 
glance, the transportation costs from Washington are considera- 
bly higher. This is due not only to the greater distance that must 
be traversed but also to the necessity of icing all the shipments 
originating in the south. Finally, in addition to these extra rail- 
way charges, there is the entirely new item of 22 cents for duty, 
which did not enter into the delivered costs on the British Co- 
lumbia products. 

The result was that the American grower received about 12 
cents a case for his peaches and the British Columbia grower 
about 44 cents. The 32 cents of difference was divided between 
the Canadian government and the railway companies; 22 cents 
to the former and 10 cents to the latter. 

8. In the case of prunes, the delivered cost was 84 cents; the 
difference in transportation charges was 5 cents; the duty was 
1r cents; and the Washington grower was left with 11 cents 
when the British Columbia grower was receiving 27 cents. 

g. Finally, in the case of Bartlett pears, the delivered cost 
was $2.38; the difference in railway charges—which was exag- 
gerated by a discrepancy in the rates applied—was 47 -ents; the 
duty was 25 cents; and the returns to the growers of Washington 
and British Columbia were 65 cents and $1.37, respectively. 


X. CONCLUSION 


Are there any of these elements in the cost of fruit which 
could be reduced or eliminated? Without presuming to offer a 
final answer to this question, a few suggestions may be offered 
that arise naturally from the preceding discussion of the subject. 

In the first place, although the time may not yet be ripe for 
the establishment of co-operative stores, the consumers by a 











FRUIT DISTRIBUTION IN CANADIAN WEST 711 


little organization could do a good deal to improve their own po- 
sition. Wherever a group of housewives arrange to mass their 
buying, they are able to obtain from the local storekeeper much 
lower prices on fruit than he could afford to give to individuals 
in the ordinary course of business. By placing their orders in ad- 
vance they remove one of the retailer’s most serious risks, and by 
combining their orders they enable him to take advantage of the 
discount usually allowed by wholesale houses on “ten case lots or 
over.”’ It is also apparent, for somewhat similar reasons, that the 
consumers can obtain much better value for themselves if they 
are prepared to buy such things as apples by the box instead of 
by the pound. 

As far as the retailers are concerned, the economic advan- 
tages of large-scale dealers seem to be clearly established. The 
growth of the large groceterias, the spread of chain stores, and 
the association of the smaller merchants into groups for co-op- 
erative buying may be confidently expected to lower the costs of 
retail distribution. 

The principal criticism of the jobbing trade is that there are 
too many firms in the business. If this expensive and unneces- 
sary duplication were eliminated, the wholesale handling charges 
could be substantially reduced. 

A similar criticism might be made of the selling agencies and 
the brokerage companies. Although there are only two of each, 
it may be said there are twice as many as are hecessary. It is cer- 
tainly true that a single selling agency and a single broker could 
do all the work that is required and might even render unneces- 
sary the continued operation of the present Committee of Direc- 
tion, but against these economies must always be weighed the 
danger of a decline in actual efficiency when the stimulus of com- 
petition is removed. 

The railways undoubtedly perform a costly service and the 
general level of rates is probably justified by the expenses they 
incur. There are, however, a few discrepancies in their tariffs 
that might be corrected. Why, for example, should pears from 
Washington take a rate 30 per cent higher than the rate on ap- 
ples from the same source, when both these commodities take 
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the same rate coming from British Columbia? A more important 
point arises in connection with the rate on boxed apples from 
British Columbia. Why should boxed apples take a rate 50 per 
cent higher than the same apples shipped in bulk? Again, if we 
compare apples with tomatoes we find that although they are 
less perishable and less valuable in proportion to bulk or weight, 
they nevertheless take a rate that is nearly twice as high. 

In regard to the packing charges, the obvious suggestion is 
that a more complete adoption of co-operative methods would re- 
sult in very noticeable economies. 

Last of all there is the question of the grower’s share. His 
share may seem surprisingly small in view of the fundamental 
part he plays in the process of production, and yet it is possible 
that even here there is room for economy. It is generally recog- 
nized among the growers themselves that with desirable varieties 
of trees and land that is well chosen for the purpose, production 
can be carried on much more cheaply than it is on the marginal 
or submarginal orchards of the Okanagan district. The most un- 
suitable sites in the Kootenay Valley and in the district between 
Vernon and Armstrong have already been relegated to other 
uses. If this process of selection were carried a little further 
and if on the remaining orchards only the proved commercial 
varieties were grown, the industry might then be made to pros- 
per and the prices might be lowered. 

Finally, if we follow this line of argument to its logical con- 
clusion, we are bound, on purely economic grounds, to recognize 
that a removal of the tariff barriers against American fruit would 
enable the Canadian consumers to benefit from the superior nat- 
ural advantages enjoyed by the producers in Washington and 
California. 

J. M. CasseEts 
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BROKERS’ LOANS AND BANK DEPOSITS’ 


HE great growth of brokers’ loans during the last six 
years has caused much speculation as to the influence of 


this growth upon the distribution of bank credit through- 
out the country. It has frequently been asserted that there has 
been a geographical drainage of bank credit from banks outside 
New York City to New York City banks, and that this has re- 
sulted in a shift of bank funds from other uses to speculative 
uses, which has been one of the most unfortunate aspects of the 
great bull market of the last two years. This assertion is made, 
for example, in Senate Resolution 113, introduced by Senator La 
Follette in February, 1928.’ It has seemed desirable to limit the 
subject matter of this article to a consideration of only one phase 
of the problem, namely, whether or not the very large increases 
in brokers’ loans which have taken place in the last few years 
have caused a net movement of bank deposits from banks out- 
side of New York City to the banks of that city. 

It might be thought that since such an enormous increase in 
brokers’ loans on the New York securities market has occurred, 
it must have caused proportionately large increases in bank de- 
posits in New York City. If bank deposits did increase in New 
York City in proportion to the increase in brokers’ loans, while 
deposits elsewhere grew at a rate appreciably slower than the 
rate of growth of brokers’ loans, this might be considered, from 
one point of view at least, as evidence that there had been a 
drainage of bank deposits to New York City. 

In order to study this problem the period from 1922 to date 
was chosen, and a comparison was made of the growth of brok- 

*I wish to acknowledge my indebtedness to Mr. Carl Snyder and to Mr. 
Harold V. Roelse, of the Federal Reserve Bank of New York, and to the person- 
nel of the research section and the reports division of the bank for ‘acir aid in 
carrying out this investigation. 

* Hearings before the Committee on Banking and Currency, United States 
Senate, Seventieth Congress, First Session, on S. Res. 113. 
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ers’ loans with the growth of deposits in all Federal Reserve 
member banks outside of New York City. In order to examine 
the problem more intensively, the banks outside of New York 
City were divided into two classes, which for purposes of brevity 
will be called “city” and “country” banks. The basis of division 
was upon the reserve requirements against deposits. Banks oth- 
er than reserve city banks were included in the category of 
“country” banks, and all reserve city banks plus the one group 
of central reserve city banks in Chicago were included in the 
category of “city” banks. With the thought that demand depos- 
its might be more sensitive than time deposits, and might there- 
fore show a higher degree of correlation with the movement of 
brokers’ loans, demand and time deposits were studied sepa- 
rately. Charts I and II show the result of this comparison.* 

It will be noted that during the period 1922 to 1928, inclu- 
sive, brokers’ loans of weekly reporting member banks in- 
creased from less than 1 billion dollars to more than 5 billions 
of dollars. During the same period the demand deposits of all 
New York City member banks increased from 3,358 millions to 
4,548 millions, city bank demand deposits increased from 4,906 
millions to 6,912 millions, while country bank demand deposits 
increased from 4,685 millions to 6,041 millions of dollars; a gain 
of 1,190 millions for New York City banks, of 2,006 millions for 
city banks, and of 1,356 millions for country banks. The per- 
centage of increase was thus greatest for city banks, next for 
New York City banks, and smallest for country banks. 

Time deposits of New York City banks increased from 326 
millions to 1,201 millions, city bank time deposits increased 
from 2,441 millions to 5,411 millions, and country bank time 

* In Chart I two different series are used to represent the movement of brok- 
ers’ loans. Brokers’ loans of reporting member banks are used to the close of 
1925, and thereafter the figures of brokers’ loans released by the New York Stock 
Exchange are used, since they are the more comprehensive. While neither series 
includes all brokers’ loans, either one represents the movement of brokers’ loans 
fairly adequately. A comparison of the two series for 1927 and 1928 in Chart V 


only a temporary departure from the trend, during the period of price disturbance 
of 1919, 1920, and 1921. 
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deposits increased from 3,894 millions to 6,798 millions.‘ It 
should be noted that although the relative increase in time de- 


CHART I 


DEMAND Deposits oF ALL MEMBER Banks: New York Crty Banks, OTHER 
Crry BaNKs, AND Country Banxs, COMPARED WITH MOVEMENT 


Billions oF BroKEer’s LOANS IN New York City 
of Dollars 
8 
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posits is very much greater for New York City banks than for 
the banks of the other two categories, the absolute increase is 
much smaller than for the other two. 


*“All Member Banks—Reserve Position on Dates of Call,” Federal Reserve 
Bulletin. The much larger rate of increase in New York City is accentuated by 
the enormous increase in time deposits during the first half of 1922, which fol- 
lowed upon a period when time deposits in New York City were decreasing, 
while they were increasing in both city and country banks. This decline was 
only a temporary departure from the trend, during the period of price disturbance 
of 1919, 1920, and 1921. 
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Thus the total increase in both time and demand deposits of 
New York City member banks was less than 2 billions of dollars 
during the period from 1922 to 1928, inclusive, compared with 
an increase in brokers’ loans by weekly reporting member banks 
of more than 5 billions. If the entire increase in deposits of New 


CHART II 
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York City banks had been due to the growth of brokers’ loans it 
would still be true that the increase in bank deposits would have 
been far less than the amount of the loans to brokers by New 
York weekly reporting member banks. It may be questioned, 
however, whether any considerable net drainage of bank depos- 
its to New York City has occurred. For not only the deposits of 
New York City banks, but also the deposits of both city and 
country banks were increasing. 
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It will be noted that the rate of growth of both time and 
demand deposits of country banks is less than either that of 
New York City banks or of city banks. But it is at least ques- 
tionable whether this difference in rate of growth is due to 
brokers’ loans. In the case of demand deposits it may be re- 
marked that if the lines on Chart I were extended one year 
farther back, they would actually cross, indicating that the dif- 
ference in rate of growth of country and other city demand de- 
posits antedated the period of the great growth of brokers’ 
loans. When it is remembered that the rate of growth of city 
demand deposits is even greater than the rate of growth of de- 
mand deposits in New York City banks, it seems reasonable to 
conclude that the slower rate of growth of country bank deposits 
compared to city deposits and to New York City deposits was 
due to some cause other than the growth of brokers’ loans. 

It would be interesting to know the rate of growth of demand 
and time deposits for the three classes of banks prior to 1922. 
The date 1922 was chosen as a starting point because it seemed 
unprofitable to attempt to correlate brokers’ loans and bank de- 
posits during the period when brokers’ loans were relatively 
insignificant and bank deposits were still materially affected by 
the events of the war and its aftermath. Exactly comparable 
data are not available at a date earlier than 1919, and from this 
date to 1922 the trend of bank deposits is confused. The data 
for time and demand deposits of national banks in New York 
City as compared with time and demand deposits of national 
banks outside of New York City show, however, that both time 
and demand deposits increased more rapidly in New York City 
than outside of New York City, from 1915 to 1919, at which 
time the fluctuations mentioned above render it questionable to 
speak of a trend for several years.° 

The evidence indicates, then, that from 1915 onward there 
has been relatively a greater growth of both time and demand 
deposits in the banks of the reserve and central reserve cities 
than in the banks of smaller cities, towns, and villages, which 


* Allyn A. Young, “An Analysis of Bank Statistics for the United States,” 
Quarterly Journal of Economics, IX, 129-31. 
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has continued during the latter period when brokers’ loans were 
growing by leaps and bounds. This tendency from 1915 to 1928 
is an interesting contrast to the period from 1870 to 1914, when, 
for the period as a whole, the rate of growth of bank deposits 
outside of New York was three times as great as for New York 
City.* It seems probable that the change in trend has been due 
to the completion of the period of exploitation of the American 
frontier and the present day growth in economic importance of 
the metropolitan as compared with the rural center." 

While the evidence of Charts I and ITI does not indicate that 
the great growth of brokers’ loans had occasioned a proportion- 
ate increase in bank deposits in New York City banks at the 
expense of the banks of the rest of the country, the possibility 
remained that, although there had perhaps been no drainage of 
member bank deposits, a loss of reserves from Federal Reserve 
banks other than the New York bank to that bank might have 
occurred, owing to the fact that member banks outside of New 
York City might have maintained their deposits at a level pro- 
portionately as high as that of the New York City banks by 
borrowing from their respective Reserve Banks. In other words, 
it was possible that there might have been a drainage of reserves 
rather than a drainage of member bank deposits. If this had 
been true it would have constituted a drainage of potential bank 

* Ibid., Quarterly Journal of Economics, VI, 287. 

* The following table of total deposits, both time and demand, of all banks 
affords a basis for comparison with the data for deposits of all member banks 
shown in Charts I and II. It can be seen from the table that in 1922 deposits of 
all banks in the state of New York were 26.6 per cent of such deposits for the 
whole country, and in 1928 they were 26 per cent. This tends to confirm the 


evidence of Charts I and II in respect to the rates of trend of bank deposits both 
in and outside of New York City. 


Reports or THE COMPTROLLER OF THE CURRENCY, JuNE 30 Dates or Catt: INpIvipvAL 
Deposits or Att Reportinc BANKS, Iv THOUSANDS oF DoLLars 


United States State of New York 


- $7,053,949 9,859,446 
- 39,870,263 9,638,126 
42,777,770 11,123,456 
46,587,505 12,012,743 
48,686,614 12,544,972 
$0,937,466 13,374,564 
$3,022,823 13,866,636 
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deposits. It was not practicable to study this problem of the 
possible drainage of reserves, as long as the comparison was 
made between the three classes of banks noted in the foregoing. 
It was decided, therefore, to study the movement of bank de- 
posits of two classes of banks, namely, those of the Second Fed- 
eral Reserve District and those of all other Federal Reserve 


CHART III 
Tota Deposits AND ToTAL RESERVES OF MEMBER BANKS 
oF SECOND DISTRICT AND OF FEDERAL RESERVE 
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districts. At the same time it seemed advisable to concentrate 
attention on the last two years, during which the increase in 
brokers’ loans has been most spectacular. Instead of deposits 
of all member banks as in the previous classification, only the 
deposits of weekly reporting banks were used. In this way week- 
ly data could be plotted; whereas in the previous classification 
data on deposits for dates of call had alone been available. 
Lastly, total deposits were compared, instead of continuing the 
previous separation of time and demand deposits.* The move- 


* Total deposits include time, demand, and government deposits. 
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ment of total cash reserves of the eleven banks and of the New 
York bank was plotted with the movement of deposits of the 
two classes of banks on Chart III. 

Chart III shows that there has been no important drainage 
of bank deposits from the other Federal Reserve districts to the 
Second Federal Reserve District. Of course other banks than 
those of New York City are included in the Second District, 


CHART IV 
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which makes the comparison slightly less clear-cut for our pur- 
poses. Charts I, II, and III taken together, however, seem to 
show pretty conclusively that the growth of brokers’ loans has 
not caused a net drainage of bank deposits from outside of New 
York to New York. Furthermore, the comparison of the move- 
ment of the cash reserves of the Federal Reserve Bank of New 
York with combined cash reserves of the other eleven banks 
shows that there has been no important net drainage of reserves 
from outside of New York to New York during the last two 
years. 
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A comparison of the reserve ratio of the Federal Reserve 
System with the reserve ratio of the New York Federal Reserve 
Bank for the years 1927 and 1928 in Chart IV does not show 
any evidence of a disproportionate decline in the reserve ratio 
of the entire system as compared with the New York bank, dur- 
ing this period. This corroborates the evidence of the cash re- 
serves in Chart III, and seems to dispose of the possibility that 
deposits of banks outside of New York City were maintained at 
the metropolitan level by means of disproportionately heavy 
borrowing from their Reserve banks.’ 

It is, however, an undeniable fact that the total of funds 
loaned to New York brokers by banks outside of New York has 
been steadily increasing, not only absolutely, but in proportion 
to the amount of brokers’ loans by New York banks for their 
own account. Moreover, the funds which New York banks loan 
to brokers for their own account are built up to a considerable 
extent by bankers’ balances which are kept by them for out-of- 
town correspondent banks. A glance at Chart V shows that there 
is a rather close correspondence between the amount of net 
bankers’ balances of New York banks and their brokers’ loans 
for own account. It is true that during the five-year period pre- 
ceding that shown on the graph this correlation was not main- 
tained. But even during this earlier period, the amount of 
brokers’ loans for own account rarely exceeded the amount of 
net bankers’ balances. This seems to suggest the possibility that 
New York banks depend rather closely upon funds held as 
bankers’ balances to provide them with funds for making loans 
to brokers. 


* It is true that the prevention of drainage of reserves from one Federal Re- 
serve bank to another depends to a very considerable extent upon the direct ex- 
ercise of authority by the directors of the banks. If member banks of some Re- 
serve bank outside of New York City were permitted to rediscount without limi- 
tation for the purpose of lending funds to brokers on the New York stock mar- 
ket, while New York City member banks were being restricted in their rediscounts 
with their Federal Reserve bank, it is obvious that there would be a fall in the 
reserve ratio of the interior Federal Reserve banks as compared with the Fed- 
eral Reserve Bank of New York. It is not implied, therefore, that the reserve 
ratios of Federal Reserve banks are kept at the same level by some mysterious 
and automatic device. 
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How is it possible, then, to account for the fact that increas- 
ingly large amounts of funds from out-of-town banks have been 
loaned to brokers without resulting in a proportionate net drain- 
age of bank deposits from the hinterland to New York City? 
Professor Rogers has shown in his Stock Speculation and the 
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Money Market* that the total bank deposits of stock brokers 
are very small compared with the total of brokers’ loans. At the 
time (1922-26) of his study the average total of brokers’ de- 
posits was about $20,000,000, while the average for brokers’ 
loans was somewhat over $3,000,000,000. A very large volume 
of speculation could be mediated, he found, by a relatively small 
amount of brokers’ bank deposits, and this because of two cir- 
cumstances. The first circumstance is the existence of the Stock 
Clearing Corporation, which makes possible the settlement of 


* J. H. Rogers, Stock Speculation and the Money Market (Lucas Brothers, 
Columbia, Mo., 1927). 
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net balances only between brokers, and the second, the unusu- 
ally high velocity of brokers’ bank deposits as compared with 
other bank deposits.” 

Additions to the total of brokers’ loans do not, therefore, 
cause the deposits of brokers to be increased by the amount of 
the new loans, since brokers keep on deposit only the amount of 
funds necessary to carry on their activities from day to day. The 
new funds which come into the hands of brokers owing to an 
increase in the total amount of brokers’ loans are paid out by 
them to holders of stock who are selling this stock. Brokers only 
increase their borrowings when it is necessary for them to make 
increased payments of obligations. It will thus be seen that the 
stream of brokers’ loans does not flow into the catch-basin of 
brokers’ bank deposits, there to remain constantly augmented 
by funds derived from new loans, but rather it flows right on 
through the brokers’ bank deposits, as brokers meet the obliga- 
tions for the payment of which the loans are made. 

It was the hypothesis of Rogers that the payments which 
brokers made out of the proceeds of loans which they obtained 
spread out over the country and appeared as bank deposits, not 
merely in New York City but all over the country. The evidence 
which is presented in this article inductively confirms, I believe, 
this hypothesis. It would be interesting and valuable to know 
the nature of the process by which these funds are disbursed 
over the country. No doubt payments to sellers of securities who 
are widely scattered over the country, purchases of commodities 
from the hinterland, capital expenditures, and many other fac- 
tors play a part in this process, which awaits a detailed study. 

It is evident that there are forces which operate against the 
permanent drainage of bank deposits to New York. Loans by 
New York banks to brokers for account of out-of-town banks 
represent, to a considerable extent, surplus funds of these banks 

™ Rogers estimates the velocity of brokers’ bank deposits at 227 as compared 
with an average velocity for all bank deposits of thirty times per year. Taking 
into account the operations of the Stock Clearing Corporation, he estimates that 
a dollar of brokers’ bank deposits in transferring stock exchange securities has 


an efficiency equal to that of $42.40 in ordinary personal and commercial use 
(op. cit., p. 26). 
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which are loaned in New York because they cannot find safe 
and remunerative employment at home. Of course the rate of 
interest in New York City is a potent factor in deciding what 
constitutes “surplus” funds. Banks which loan these so-called 
“surplus” funds on the market are dependent upon the return 
flow of money from New York City to enable them to keep these 
funds employed there. If, for any reason, funds which were sent 
to New York City to be loaned to brokers did not return to the 
part of the country from which they were sent, that part of the 
country would have its ability to loan more funds, or even to 
keep its funds loaned out in New York City, sharply curtailed. 
It must not be forgotten that a loan to a broker in New York 
City by an out-of-town bank does not result in increasing its 
deposits at once, as would be the case, in all probability, with a 
loan placed locally. Its lending power is, therefore, more sharply 
reduced by a loan in New York than by a local loan. But when 
once funds have percolated back to the locality from which they 
were loaned, the result is eventually very much the same as if 
the funds had been loaned locally. As a consequence, the move- 
ment of funds to New York is conditioned to a considerable de- 
gree by the movement of funds back from New York. It may 
therefore be said that it is no accident that there has been no 
marked drainage of bank deposits to New York, but rather the 
nature of the banking system has rendered it almost inevitable 
that this should be so. 

It should be carefully noted that the forces which operate to 
offset the outflow of funds to New York by means of the inflow 
of funds which are brought into out-of-town banks by depositors, 
do not thereby necessarily prevent the diversion of bank credit 
from non-speculative to speculative channels. As the total of 
brokers’ loans for account of correspondent banks has increased, 
the proportion of out-of-town bank credit used speculatively has 
doubtless increased also. How then explain the paradoxical fact 
that the relative trend of growth of deposits of out-of-town 
banks has not apparently been affected to an important extent 
by the increase in funds loaned to brokers for the account of 
out-of-town banks? To answer this question, it is necessary to 
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recognize the fact that it might be possible for an out-of-town 
bank to have its New York correspondent bank loan a broker 
one hundred thousand dollars, while just previously a broker 
had paid a depositor of the out-of-town bank one hundred thou- 
sand dollars for securities which the depositor had sold. In this 
case the cash resources of the bank would not have changed at 
all, while, momentarily, at least, its deposits would have actually 
been increased. Thus it may be seen that out-of-town banks 
may continue their loans to New York brokers so long as funds 
are finding their way back to the lending bank. This circulation 
of funds to and from New York, while it would not cause a net 
decline in out-of-town bank deposits, would represent an in- 
crease in the speculative use of out-of-town bank credit. The 
geographical location of bank deposits outside of New York City 
does not prove that they are used exclusively for non-speculative 
purposes. The increased velocity of bank deposits which has ac- 
companied the present wave of speculative activity has doubt- 
less fundamentally affected the nature of this circulatory flow 
of funds by increasing the amount of “money work” which a 
given quantity of bank deposits can accomplish. 

On the other hand, it must be emphasized that this circula- 
tion of funds is not ordinarily to New York brokers and directly 
back to depositors of out-of-town banks. Usually, no doubt, the 
circuit is a very devious one indeed, and the funds originally 
loaned to the broker are used for many non-speculative purposes 
before they return to the banks of the district which has origin- 
ally loaned the funds. 

The case of brokers’ loans for “account of others” is of spe- 
cial interest because of the very great increase in this type of 
brokers’ loans recently. Limitations of space do not allow of 
an analysis of this type of loan.** It has been an important factor 
in making it possible to carry on such a tremendous volume of 
speculation without either a proportionate increase in bank de- 
posits, or a proportionate decline in commercial and industrial 
activity. Authoritative action and the threat of such action by 


™ See Hoover, “Velocity of Bank Deposits an Important Factor in Growth 
of Brokers’ Loans,” Annalist, November 30, 1928. 
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the officers of the Federal Reserve System to protect the gold 
reserve may limit the expansion of bank deposits, but the control 
of the velocity of bank deposits and of non-bank loans is another 
matter. Furthermore, it should be remembered that the pub- 
lished totals of brokers’ loans “for account of others” by no 
means represent the total of such loans, since the published totals 
do not include either loans made directly by “others,” loans “for 
account of others” made by non-reporting banks, or loans made 
by out-of-town banks for the account of their customers through 
the medium of New York City banks. 

Someone has said, “A bank deposit knows no father.” In 
other words, it is not necessarily true that the class of the bank 
loan determines the class of the cognate bank deposit. This 
seems to be proved by the statistics of brokers’ loans and bank 
deposits. It has been shown that the huge increase in brokers’ 
loans has not resulted in a proportionate increase in brokers’ 
bank deposits. Neither has it caused a proportionately large 
increase in bank deposits in New York City. The fact that bank 
deposits were created by loans for speculative purposes has not 
meant that the deposits remained in New York City and con- 
tinued in use for speculative purposes. The evidence indicates 
instead that bank deposits which are once used for speculation 
in New York City may appear in their next reincarnation on 
the books of some bank, say in Wyoming. The origin of bank 
deposits in brokers’ loans does not determine for all time the 
use to which these bank deposits will be put. 

Although this study does not attempt to answer the question 
whether or not bank credit is diverted from other uses to specu- 
lative uses by the great increase in brokers’ loans, it may be that 
the data presented do throw some light on the problem. The fact 
that bank deposits have apparently not been drained to any con- 
siderable extent from other parts of the country to New York 
does not prove that bank credit is not being diverted from other 
uses to speculative uses. Although bank funds which move to 
New York for use in speculation do not accumulate in New York 
City banks, it seems certain that this movement of bank funds 
to New York is greater during periods of growth in brokers’ 
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loans than in other periods. Although there is a return flow of 
these funds, the whole cycle of movement to and from New York 
may be considered an abnormal use of bank funds for specula- 


tive purposes.** 


Catvin B. Hoover 
Duke UNIVERSITY 


*It is not contended that the great wave of stock market activity will not 
affect the distribution of bank deposits between New York and the rest of the 
country under any circumstances. If the final result of the present cycle of spec- 
ulative activity were to cause a larger portion of the property rights to the wealth 
of the nation to be lodged in the hands of metropolitan brokers, skilled specu- 
lators, and their associates and retainers, it is possible that this result would be 
reflected in an increase of bank deposits in New York City. But even this is not 
certain, since the geographical distribution of wealth ownership does not alone 
determine the geographical distribution of bank deposits. 








SOME STATISTICAL RELATIONS BETWEEN 
WAGES AND PRICES 


I. DATA 


I. THE VARIABLES 
E Massachusetts Annual Statistics of Manufacture 
1890-1926 provide values for the following variables 
(Table I): (1) value of product (V); (2) total money 
wages (W); (3) average number of laborers (LZ). Besides these 
variables we wish to consider also (Table I): (4) Wholesale 
prices of Massachusetts manufactured goods ()). 

This index is built up from the prices of Bulletin 390, Unit- 
ed States Bureau of Labor Statistics. The weights’ 1, 5, 2, 2 are 
used for the groups food; cloth, etc.; metals, etc.; and miscella- 
neous, respectively. A separate index for the miscellaneous 
group was constructed from the data of the same Bulletin, pages 
204 ff., with the weights’ 4, 4, 1, 2, 1 for leather, paper, rope, 
rubber, and tobacco, respectively. The indices for the other 
three groups (food, cloth, metals) were taken from pages 8-9 
of Bulletin 390. The result of these operations is given as an 
index of the wholesale prices of Massachusetts manufactured 
goods. 

We shall be concerned also with variables defined as follows 
(Table II): (5) labor’s share in the value product relative to 
labor’s average share’ 1890-1915, ( =="); (6) individual 


money wages, (w= ) ; (7) individual “real” wages, (=F); 


(8) the function sV p=; (9) the average value of labor’s 
share* (1890-1915), Sn==.212 V. The values of these varia- 
bles (Table II) may be determined from Table I by division of 
one column by another and so forth. 

* These weights are chosen considering the relative importance of these in- 
dustries in Massachusetts. 


* The average value of the ratio wages divided by value product from 1890 
to 1915 is .212 (data from Table I). 
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2. OPPOSITE MOVEMENTS OF LABOR’S SHARE AND PRICES 


We may notice that s, labor’s share in the value product, fol- 
lows a trend which is not only straight but horizontal, and that 
$ moves up and down in a direction opposite to the variable p, 
prices of Massachusetts manufactured goods. The fluctuations 






































TABLE I 

Average | Prices of 
Veles Average | pValue | Wages | No.of |Mass. Mid. 

Product | (fiiifees) | Laborers | (x89p= | (809= | Laborers | Goods 

(Millions) (Thou- 100) 
sands) V Ww so) 100) 
(1’) (2’) (3’) (1) (2) (3) (4) 

Ss is aces 605.0 126.1 287.9 82 80 78.0 114.6 
rere 618.3 133.0 298 .6 84 85 81.0 107.9 
ee 651.5 141.1 312.1 88 90 85.0 104.9 
oe --1 §§2.9 122.5 280.9 75 7 77.0} 103.1 
ee 490.1 111.1 263.4 67 71 72.0 92.6 
ae? 569.1 130.8 | 307.6 77 83 84.0 92.8 
es 537-7 126.9 298.5 73 81 81.0 90.6 
Sie ie cade 612.6 138.0 | 326.8 83 88 89.0 89.0 
SE 640.9 140.2 | 332.7 87 89 gI.0 90.3 
ESE 736.7 157.0 367.1 100 100 100.0 100.0 
ae 825.5 170.5 | 386.1 112 109 105.0 106.7 
Mt... Ce 177-7 | 395-2 118 113 108.0 99.8 
| ee 960.9 198.9 431.8 130 127 118.0 101.0 
RS 1007.0 | 210.1 445.6 137 134 122.0 104.8 
er 993-9 200.4 430.1 135 128 117.0 104.2 
2 - 1134.0 | 227.1 476.1 154 145 130.0 108.4 
_ ay 1271.0 252.1 5090.3 172 161 139.0 115.3 
eee 1364.0 | 278.2 | 540.0 185 177 147.0 121.6 
ee 1173.0 245.2 480.1 159 153 131.0 109.0 
nS 1491.0*| 301.2*| 584.6%] 202° 192" | 159.0f| 114.0 
See 1466.0 | 304.9 578.6 199 194 158.0 117.9 
BRED ccicnes ccc ee) ee 584.0 199 198 159.0 110.1 
ee 1597.0 335.6 608 .6 217 214 166.0 112.4 
EP 1659.0 | 351.3 616.9 225 224 168.0 115.8 
Swen. 1641.0 341.3 606.7 223 217 165.0 110.9 
eee 1692.0 346.2 596.3 230 220 162.0 114.6 
rr 2350.0 | 448.0] 682.6 319 285 186.0 152.9 
ee 3021.0 | 537.1 708.4 410 342 193.0 | 209.2 
See 3851.0 679.4 719.2 523 433 196.0 237.7 
eee 4011.0 766.6 713.8 544 489 195.0 256.3 
es * 4370.0 | 801.2 695.8 593 568 190.0 274.8 
ee ee 2849.0 | 641.4 579.1 387 408 158.0 186.1 
Pi kwchandd 3003.0 | 678.1 612.7 432 167.0 182.1 
1923.........| 3571-0 | 799.4 | 667.4 485 509 181.9 | 189.3 
3924..... ...| 3126.0 | 711.8] 580.4 424 454 160.5 181.1 
Ds s.06-<uce ee 716.2 591.4 465 456 161.1 190.2 
ae 3420.0 738.2 602.3 464 47° 164.1 180.0 





* National census. 
t The national census gives 159. It is s that the state census (not taken in 1909) would 
have shown 143, or go per cent of the Sean figure. 
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of s are something like one-half the fluctuations of ». Moreover, 
s continues to rise while » continues to fall over a period of 
years; then s persists in rising over another period and so forth. 
This opposite movement is particularly noticeable in the period 
1914-18, fails in 1919-20, and is resumed 1921-26 with more 
frequent oscillations for each variable. 

















TABLE II 
sin in Value A Val 
ton in Value | Individual | Individual verage Value 

(re Ae g | Money Wages | “Real” Wages | The Function | ° Labor's 

1890-1915) w=" =W sV p=k $,=.212 V 

pa ? (Millions) 

212 V 

(s) (6) (7) (8) (9) 
ETE RY 98.0 102 89.4 105.0 128 
Pv aneaenee IOI .o 104 96.5 105.0 131 
errr es 102.0 106 100.8 105.0 138 
ae 104.0 102 98.9 106.0 117 
iGackhesens 106.0 99 106.5 102.0 105 
| EEE 108.0 99 107.4 104.0 121 
Ee re III.0 99 109.8 106.0 114 
ati santenl es 106.0 99 III.o 100.0 130 
kG icekeada 103.0 99 109.1 98.0 136 
ew akinnie ed IOI.0 100 100.0 100.5 156 
Kk meee 97.0 103 96.8 100.6 175 
ee 99.0 105 105.4 98.0 184 
area gel 98.0 108 106.6 98.0 204 
| EE Ts 99.0 105 105.3 101.0 214 
ee 95.0 109 104.6 97.0 211 
EE 94.0 112 102.9 98.0 235 
Es 94.0 116 100.4 100.5 269 
SSE ee 96.0 120 99.1 106.0 289 
PS vanckdans 99.0 119 109.5 103.0 249 
es 95.0 120° 105.7* 102.0 316 
eka 98.0 123 104.5 106.5 gir 
Se 100.0 125 113.1 105.0 312 
SG sicantetas 99.0 129 114.7 105.0 339 
PL viene seeen 100.0 133 115.0 107.5 352 
Sa 98.0 132 118.6 106.0 348 
Ee 97.0 136 118.5 103.0 359 
Sw iedhs tes 90.0 153 100.4 III.o 498 
Pinsendawas 84.0 177 84.7 121.0 640 
iG hewes aww 83.0 221 92.9 128.0 816 
Pe ckavubeen 90.0 251 98.0 144.0 850 
et ea 96.0 300 109.0 159.0 926 
Peskece ante 106.0 259 139.2 145.0 604 
ks vinennes 107.0 259 142.1 144.0 636 
is caesenes 105.0 280 147.9 145.0 757 
Oe 107.0 282 155.9 145.0 663 
aia desier ks 98.5 283 148.9 136.0 727 
a eer 102.0 287 159.2 137.0 725 

















* National census for both W and L. 
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3. STEADINESS OF sV p 


The variable sV » combines these opposite movements so as 
to be itself relatively steady over a period of years, varying 
around different /evels, a level of 105 from 1890 to 1896 (fall- 
ing prices), a level of 99 from 1897 to 1906 (rising prices), a 
level of 105 from 1907 to 1915 (falling prices) (on the whole a 
level of 101 from 1890 to 1915), failing to keep to any level from 
1916 to 1920, and reaching a level of 145 with 1921. 


CHART I 





hoe 
100 





1830 (ens ‘800 1905 m0 86 1920 LJ 


4. OPPOSITE MOVEMENTS OF PRICES AND REAL WAGES 
The variable r, individual real wages, is “real” in the sense 
that it represents the power of a Massachusetts manufacturing 
worker to purchase Massachusetts manufactured goods regard- 
less of their prices at the time. While it is well known that in 
general “money wages follow prices with a time lag,” this real 
wage, r, moves year by year in a direction opposite to that of 
prices (with occasional exceptions, in particular the years 1918— 
20). 
We may expect then an inverse relation between prices and 
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real wages and another inverse relation between prices and la- 
bor’s share. 
5. CORRELATION OF TREND RATIOS 
These inverse relations are forecast also by correlating trend 
ratios of the variables in question. The variable, s, is its own 


























TABLE III 
TREND Ratros* 

L w p r 

Ly bed Pn Tn , 

(1) (2) (3) (4) (s) 
EP seas, Be 115 105 117 97 98 
ns amcanneeeee 112 105 109 104 IOI 
ea ee aia 112 106 106 107 102 
ae ae 96 101 103 104 104 
eae ; 86 97 92 III 106 
ASE shed 05 96 Q2 It 108 
SR 88 04 89 112 11! 
A eee 93 93 87 112 106 
i ai ona dass QI 92 87 109 103 
96 92 96 99 101 
eee a‘ 97 04 103 95 97 
ere 96 04 95 102 99 
EE 102 96 95 103 98 
EC dlatakuleng 102 92 98 100 99 
._. Sere ' 94 95 97 99 95 
Rees 102 96 100 96 04 
i ae 105 99 106 93 904 
ae 108 101 111 91 96 
eS ee ene oe 04 99 99 100 99 
BQOD.......0. oot 99 103 95 95 
ee 107 100 106 93 98 
Bc sie teens 105 101 98 100 100 
Ns 0s 2a kees 106 103 100 IOI 99 
Sere 105 105 102 100 100 
| SSE 101 104 97 102 98 
ere 96 106 | 100 IOI 07 








*L,=68+4(t—90) %,=92+(!-90) w,=07.5+1.25('—-90) ~,=98+2/3(t—90) 
t State census. 


trend ratio, since its trend is taken as the straight line, s=100. 
Let us restrict ourselves for the present to the period 1890- 
1915 and take linear trends as follows: 

Trend of prices=p, =98-+-2/3 (t—90) ; t=time; 902= 1890 

Trend of real wages=r,=92-+-(t—90) 

Trend of money wages=w, ==97.5-+-1.25 (t—9go) 

Trend of employment =L, =68-++-4 (t—9go) 
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Then the trend ratios L/Ln, etc., are as follows for the period 
1890-1915 (Table III, Chart IT). 
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The coefficients of correlation between these trend ratios are 


follows: 

Between s and p/p, . ; : , ; ‘ : , 7 . —.56 

Between s and L/L, ,  € “ee a! «a Es Se 
CHART II 


Labor’ 


ndividual Real Wages(%.) 


1880 1095 00 1905 (0 6 

. Betweensandr/r, . . - »« +88 
. Between s and p/p,, by the uethed of “Gest Siemens Pr... =e 
. Between sandr/r, (firstdifferences) . . . . «. « 52 
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These coefficients* show direct relations between p and L, 
p and w, and inverse relations between p and r, p and s, L and 
r, L and s. Two relations are outstanding, namely, the strong 
year-to-year inverse relation between real wages and prices (r= 
—.g2) and the absence of any relation between real wages and 
money wages (r—=—.21). 


II, THEORY 
6. THE ELASTICITY EQUATION IN FOUR FORMS 


Approximating the conditions of sections 2 and 3 let us as- 
sume that the elasticity of labor’s share with respect to changes 
in price is minus one-half. 


d(log s) __ 
(1) d(log p) aed } , whence 
(2) sV p=k; k, a constant of integration 


These equations are as “true” as & is “constant” (Table IT). 
Since by definition 


_ total money wages 
~ 212 value product 








we may write equation (2) in the form 


(3) W =.212k 7 ; W=total money wages 


V=value product 
p=prices 


Defining the (‘real’) physical product, P, by the equation 


P= 


vis 


we may write equation (3) in the form 
(4) W=.212k PV p. 


These equations are as “true” as & is “constant.” 


* Attention is also invited to the charts in this connection. 
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7. MONEY WAGES DIRECTLY PROPORTIONAL AND REAL WAGES INVERSELY 
PROPORTIONAL TO SQUARE ROOT OF PRICES 
Then, over a period such as 1890-1915 in which & may be 
regarded as constant we may say: Total money wages are paid 
proportional to physical product and to the square root of prices. 
Similarly: Individual money wages are paid proportional to 


output per worker (7) and the square root of prices. These 


L 
theorems are as “true” as & is “constant.” 


Now defining total real wages, R, by the equation R=" 


and individual real wages, r, by the equation r= B (as hereto- 


fore) we may say: Total real wages are paid proportional to 
physical product and inversely as the square root of prices. In- 
dividual real wages are paid proportional to output per worker 
and inversely as the square root of prices. These theorems are 
as “true” as & is “constant.” 


8. CONSEQUENCES OF (7) IN A PERIOD OF (@) FALLING PRICES, 
(5) RISING PRICES 

The paradox, that money wages are paid proportional to 
V p and real wages inversely as V p, might suggest a conspiracy 
on the part of manufacturers were it not for the fact that in a 
period of falling prices the manufacturer loses and not the 
workers. 

Suppose, for example, that in a given year prices fall from 
100 to 98 and money wages by equation (4) fall from 100 to 99. 
Then the manufacturer shares with the workers the loss due to 
the fall in prices from 100 to 99 but bears the entire loss due to 
the fall in prices from 99 to 98. If these disproportionate losses 
cumulate during a period of falling prices, say from 1890 to 
1896 we find the manufacturer more and more at a disadvan- 
tage, with consequent instability in industry. 

Suppose, on the contrary, that prices rise from 100 to 102 
while money wages by equation (4) rise from roo and ror. 
Then the manufacturer shares with the workers the gain due to 
the rise in prices from 100 to 101, but gets the entire benefit of 
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tue rise in prices from 1o1r to 102. Thus the workers lose in 
“real” consuming power and if such losses cumulate over a pe- 
riod of rising prices, say from 1898 to 1907, they make for insta- 
bility with the workers at a disadvantage, as in 1908.‘ 

At a time of maximum instability both sides suffer, as is well 
known, to an extent that cannot well be known. 


Q. THEORY OF STABILITY STATED 


If, however, money wages were paid proportional to prices 
then real wages would be paid proportional to physical product 
(or output per worker) ; that is, real wages would be independent 
of fluctuations in price. (Whether these real wages would buy 
what the workers wanted to consume aside from the goods they 
produce is a question beyond the decision of any one industry.) 

If money wages were paid more nearly proportional to prices 
then the curve of labor’s share would approach a straight line. 
By the elasticity relation between labor’s share and prices, the 
price curve would tend to straighten, and for this reason the em- 
ployment curve would tend to straighten, since the correlation 
between the trend ratios of employment and price is +-.82. 


Assuming then that the trend ratio curves of employment 
and price move in like directions the present theory of stability 
may take the form: A tendency to straighten any one of the 
trend ratio curves of price, employment, real wages, or labor’s 
share will tend to straighten the others also and make for sta- 
bility. This theory is suggested by the data studied and may or 
may not hold elsewhere. 


CHARLES W. Coss 
AMBERST COLLEGE 


“The reader may estimate these disproportionate gains and losses in mil- 
lions by comparing Table I, col. 2’, with Table II, col. 9. 
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The French Franc 1914-1928. By ELEANOR LANSING DULLEs. 
New York: Macmillan Co., 1929. Pp. xvi+-570. 

The Process of Inflation in France 1914-1927. By JAMES Har- 
vEY Rocers. New York: Columbia University Press, 1929. 


Pp. xv-+378. 

These books are complementary rather than duplicating. Miss 
Dulles approaches her subject from the historical point of view, while 
Professor Rogers’ treatment is statistical. To the informed student of 
monetary problems Professor Rogers’ book will seem much the more 
valuable of the two, but The French Franc will without doubt be more 
interesting to the general reader. 

Miss Dulles has written the annals—one might almost say the 
diurnals—of the franc in the last decade and a half. The factual con- 
tent of her book is excellent. To this result her lengthy stay in France 
has no doubt greatly contributed, but it seems likewise to have left 
her rather too sympathetic toward the errors and hesitations of French 
monetary policy, and somewhat too much inclined to regard as acts of 
God or of the king’s enemies certain occurrences which were but the 
plain results of wiggle and wabble. Great and, in the reviewer’s judg- 
ment, undue stress is laid upon the influence of psychological factors— 
speculation in the broad sense of the term—in the determination of 
exchange rates, prices, monetary circulation, and resulting phenomena. 
Not that speculation may not be a powerful or even dominant force, 
temporarily, but that, with whatever aberrations it may be attended, 
its impulse will not indefinitely be exerted in one direction unless such 
a movement is furthered by objective factors the control of which is 
within the range of a masterful as opposed to a drifting monetary 
policy. 

In both the books under review the phenomenon of capital export, 
the so-called flight from the franc, is emphasized as a factor of far- 
reaching import. In neither book, however, has any analysis of this 
process been made. The reviewer is unable to picture any real export 
of capital except in terms of a rise in the ratio of exports of commodi- 
ties or of services to the imports of the same. The phrase “export of 
capital” appears to have two distinct and inconsistent meanings. Un- 


737 





738 BOOK REVIEWS 


der ordinary circumstances it means the purchase of foreign securities 
without any corresponding sale of domestic property. But in the cases 
under consideration it means simply an international swapping of 
property rights. It is not denied that this may affect exchange rates 
materially, but this is due to the fact that claims to future payments 
in a depreciating currency are unattractive as compared with similar 
claims in a stable medium, and those who would make the shift must 
pay the price therefor. The sale to foreigners of property or claims to 
property would, in itself, lead not to depreciation but to appreciation 
of the currency of the seller, and even if such sales were accompanied 
by equivalent purchases of foreign property or claims thereto, the ef- 
fect on the exchanges would be nil. It is here that psychological factors 
are of pre-eminent importance. When holders of property under 
French jurisdiction are willing to sell it for whatever they can get in 
foreign money, regardless of the existing relative purchasing power of 
French and foreign currencies, French exchange may fall far. But it 
is perhaps worth while to repeat that it is not the sale or the purchase 
itself which is significant but the psychological attitude which is back 
of it. And it may also be said that this psychological attitude will 
probably persist so long as, and not much longer than, is justified by 
the monetary policy of the country most concerned. 

Professor Rogers’ main task was a comparison of the movements 
of circulation, prices, and exchange rates. He finds a close correlation 
of exchange rates and wholesale prices with domestic price movements 
tending to precede exchange rates in the years 1919—22 and the reverse 
relation from 1923-26. The movements of monetary circulation 
lagged behind prices throughout the whole of the period 1914 to 1926, 
but this lag was reduced almost to zero in the final period of rapid in- 
flation culminating in midsummer 1926. A comparison with the Ger- 
man inflationary experience yielded results qualitatively similar. It is 
impossible in a brief review to do justice to the careful analysis made 
by Professor Rogers. His statistical results are interpreted in the light 
of a concise review of the réie of banks in inflation and of the special 
features of the French banking system, and his conclusions carry con- 
viction. The book will be of permanent service for reference purposes. 

Both in Professor Rogers’ book and in Miss Dulles’ much lighter 
volume repetition does not appear to be considered a vice. Such repe- 
tition may have didactic value but it does much to spoil an otherwise 
pleasant evening. 

FRANK D. GRAHAM 

PRINCETON UNIVERSITY 
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Feudal Germany. By JamMEs WESTFALL THompson. Chicago: 
University of Chicago Press, 1928. Pp. 710. 

The reader is warned in the Preface of this work that it is not a 
complete history of Germany, even during the period chosen for treat- 
ment—roughly from 919 to 1190 A.D. Each chapter represents a 
topic in itself, united with the others by a common subject matter and 
some attention to chronology. Some have been published earlier as 
articles. For example, “German Feudalism” (here chap. ix) first ap- 
peared in the American Historical Review in April, 1923, and is widely 
known among those interested in medieval history as an able presen- 
tation of one view of the subject. 

Controversy is not to be avoided in dealing with feudalism, espe- 
cially if one digs underneath the political superstructure to the founda- 
tions of economic life in country and town. This is done only to a lim- 
ited extent in the book under discussion. The German failure to get 
political and fiscal control of the rich Italian towns in the twelfth cen- 
tury is treated largely in terms of Guelf and Ghibelline, and of the 
“original and primordial heterogeneity of the German race.” It will 
seem to many readers that more attention might have been paid to 
geographic differences and to the Alps as an economic barrier as well 
as a political one. The German rivers flow the wrong way for eco- 
nomical direct interchange of the kinds and volumes of goods which 
the two regions wanted from each other in the Middle Ages. Though 
it is possible that Pirenne’s work on the early history of north Euro- 
pean towns is not strictly applicable to the area now called Germany, 
we miss this familiar approach all the more because many of the 
places he studied were actually in the empire. 

Part II, made up of the final six of the seventeen chapters, will 
probably be found the more interesting of the two to students of 
economics as such. These six chapters deal with various aspects and 
phases of the eastward expansion of medieval western Europe, upon 
which Boissonnade, among others, has helped to focus the attention of 
English readers. Professor Thompson starts off this section with long 
accounts of the conversion of the Slavs and the conflicts between them 
and the Germans on the frontiers. These two chapters (xii, xiii) add a 
great deal to any account readily available to those who do not use 
German sources. For one thing, they make exceptionally clear the cir- 
cumstances under which military organization was of supreme impor- 
tance. 

“The history of German eastward expansion in the Middie Ages,” 
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says the first sentence of chapter xiv, “is the Vorgeschichte of the Han- 
seatic League.” No attempt is made, however, to connect the early 
history of German-Slavic commerce with the actual founding of the 
League. German competition for “the ancient Swedish-Russian trade 
of Novgorod and the Varangian route” is barely mentioned, but im- 
mediately dismissed with the statement (p. 540): “We know little 
more about this farther commerce until the formation of the Hanseatic 
League and the incorporation of the Wisby group with it in 1298.” 
This leaves a gap of some seventy-five years even in the twelfth cen- 
tury, besides most of the thirteenth, which is not excluded by the 
chronological limits of the book, and the author is correct in his impli- 
cation that still another century elapsed before the association of cities 
became really important in European trade. The mere mention of the 
Swedish-Russian “farther commerce,” upon which the fortunes of the 
German Hanse were founded soon after the Tartar invasion had rude- 
ly broken into the ancient routes, raises the question whether anything 
else back of the Hanseatic League is comparable in importance with 
Russian history in the thirteenth century. Only a few Russian his- 
torians seem fully alive to the significance of this set of concrete prob- 
lems. When we consider the mass of work led off by Sartorius von 
Waltershausen a century ago, it is permissible to wonder if the present 
author means what he seems to in deprecating our knowledge of the 
old Baltic trade. 

Though Feudal Germany was evidently written with the needs of 
the professional historian in mind, it contains much material which 
anyone interested in the Middle Ages, even from a purely economic 
point of view, might profitably read. A scholarly writer, like any 
other, has an incontestable right to pursue his own interests and ad- 
dress his own audience. An economist or economic historian is, how- 
ever, at least half an outsider to the aims of a mainly political and 
social history—‘social history” being taken at its meaning to the 
political historian. Addressing other semioutsiders, it seems rather de- 
scription than criticism to suggest that a more frontal attack might 
have been made upon economic questions. More than most historians 
seem to realize, it requires a familiarity with the mechanisms and spe- 
cial problems of this type of relationships to picture a set of economic 
institutions as a “going concern,” and to analyze the development of 
these in such a way as to be of more than incidental help to economists. 

M. M. KNIGHT 


UNIVERSITY OF CALIFORNIA 
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The Construction of Index Numbers. By WARREN MILTON 
Persons. Boston: Houghton Mifflin Co., 1928. Pp. go. 
$1.25. 

This is a very important contribution to the theory of index num- 
bers along the lines indicated by Professor Fisher’s monumental work, 
The Making of Index Numbers, Persons shares Fisher’s formalistic 
point of view. His purpose is to find out, “What is the average change 
of prices between two periods?” His definition of the term “average 
change of prices” is purely mathematical and formal, being quite 
independent of the economic purpose of the computation. Economic 
considerations may determine the selection of the price data, but not 
the construction of the formula. Persons confines himself to the three 
common means, the arithmetic, the harmonic, and the geometric, 
and their derivatives and combinations, weighing them by the four 
familiar weight systems: I, p,g,; II, p,q.; UI, p.9,; IV, P29. 

In selecting the “right” average he uses as criterion first the 
“weight correlation test,” aimed at correcting the corresponding 
“weight correlation bias.” This “test,” which is one of Persons’ 
original contributions, amounts to this: It may be proved mathemati- 


pn 2(t) 
cally that (2 pq % pr Pag .Or in words: If the g’s are constant 





Zpq =p.q 

or, better, if there is no correlation between the price relatives and the 
quantity relatives,? weighting with the p,’s gives a greater result than 
weighting with the ~,’s. There is, of course, no formal reason to pre- 
fer p, or p,, and in such case it is usual in the theory of index numbers 
to make a compromise by taking a mean between the rival formulas. 

The above-mentioned inequality might be compensated for, or 
overcompensated by, the influence of the g’s in the weights. If there 
is a positive correlation between the price and quantity relatives, the 


ps 
* As = “4 _ the above inequality is just an application of the 
Zp px 
= pq 
familiar theorem that the harmonic mean is always smaller than the arithmetic 
mean and so Persons’ proposition comes to this: As the arithmetic and the har- 
monic averages do not coincide and as there is no reason to prefer the one or the 
other, there must be an inherent bias in both of them. 
* Persons is constantly speaking of a correlation between the p’s and g’s; 
what matters and what he means is, however, the correlation of the price and 





quantity relatives, i.e., the — and % . 
Ps 
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use of the g,’s in the weights gives a smaller result than the use of the 
g.’s; and, vice versa, if there is a megative correlation. As there is 
again no reason to prefer either the g,’s or the g,’s, a compromise is 
indicated. By combining the price and quantity compromises, Per- 
sons arrives at eleven formulas of the geometric and arithmetic-har- 
monic type which are “free of weight correlation bias” (pp. 20-21). 
Two of these are eliminated because they do not satisfy the “base re- 
versal test” (Fisher’s “time reversal test”). Of the nine remaining for- 
mulas only No. V, the “ideal” formula, satisfies the “factor reversal 
test,” and it is therefore “characterized as logically superior to the 
other indexes” for binary comparison (p. 32). 

Passing on to the comparison of three or more periods, Persons 
introduces the circular test, of which he rightly says that it is only 
“the logical extension of the base reversal test” (p. 40). Here he en- 
counters the difficulty “that it is impossible for an average to satisfy 
both the factor reversal test and the circular test” (pp. 32-33). This 
leads him to the—in my opinion somewhat destructive—generaliza- 
tion 
that accurate comparisons are not possible over long intervals in which the 
q’s have changed radically. Further, even though we limit ourselves to a 
binary comparison of periods in which commodities and quantities® are 
vastly different, the “ideal” formula would be of little aid in constructing an 
index of general prices. The difficulty is not in the lack of an average to use, 
but in the data to be averaged [p. 40]. 


The last sentence directs our attention to the limits of the formal- 
mathematical approach to our problem. For, obviously, this difficulty 
is perhaps lessened but not removed, if the quantities are not vastly, 
but only slightly, different. 

There are two ways out of this dilemma: Either drop the circular 
test (as Fisher does) or abandon the factor reversal test. I would 
prefer to do away with the latter. For it rests on a postulate for 
which, as far as I am aware, no sufficient reason has been adduced, 
viz., that the same formula has to be applied for averaging prices 
and quantities. There is even ground for doubt whether a quantity 
index has to be mathematically an average of the quantity relatives, 
as I shall try to show on another occasion. 

Persons’ other major contribution is the elaboration of a 
formula for ascertaining the divergence of fixed base and chain index 
numbers, when constructed by the ideal formula or the formula: 


* The italics are the reviewer's. Better: commodities or quantities or both. 
The two periods have to be “homogeneous,” as Persons says. 





BOOK REVIEWS 743 


1/2(Pege/Z po, t+ Prgs/Z Pq) . 
“(2 ) on . He reaches the conclusion that under cer- 


a specified conditions, which are frequently met with in practice, 
the divergence is cumulative in a geometric progression, and from this 
he draws the conclusion that chain index numbers should not be used. 
This decision seems to me to be unfounded, for Persons does not 
show why the error lies in the chain system and not in the fixed base 
series. I believe, on the contrary, that the chain system should be 
preferred, for the fixed base indexes are subject to the error of “hetero- 
geneity” (or lack of homogeneity) mentioned on page 40 (see the 
quotation in the foregoing), which is clearly minimized by the chain 
system. 

The essay constitutes undoubtedly a remarkable achievement. 
But it is written in a rather difficult and condensed manner and I doubt 
whether anyone who is not a specialist in index numbers can under- 
stand it. Although Professor Persons does not quite solve the problem, 


he contributes much for a future solution. 
GOTTFRIED HABERLER 


UNIVERSITY OF VIENNA 


Urban Land Economics. By HERBERT B. Doravu and ALBERT G. 
HinMAN. New York: Macmillan Co., 1928. Pp. xvi+570. 
$4.00. 

This volume appears in the “Land Economics Series” edited by 
Dr. Richard T. Ely, and the authors are associated with him in the 
Institute for Research in Land Economics and Public Utilities. While 
the book as a whole covers a comparatively unworked field, the authors 
in their approach to the subject, and in its theoretical treatment, follow 
closely in the footsteps of their distinguished leader. 

The text is well arranged both for classroom work and for the 
general reader. While treating a highly specialized branch of eco- 
nomics, the authors have not forgotten the needs of the reader who has 
had but little previous economic training. Nothing has been assumed, 
and many pages are devoted to a restatement of elementary theory 
which would already be familiar to advanced students. 

The introductory chapters trace the development of the modern 
urban economy and discuss the causes and the extent of urbanization, 
together with the economic reasons for the location of cities and for 
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their structure. This discussion leads to the treatment of the utiliza- 
tion of urban land. Cities must be built upon land, and urban land is 
in its nature quite different from land used for agricultural purposes. 
In their theories of land and rent the authors depart far from classical 
theory, and to some extent from the point of view of many modern 
writers. They consider land as a factor in production, and look upon 
it as produced in the same sense that capital goods are produced. Very 
little urban land can be utilized without some improvements which be- 
come a part of the land itself. But while land is in a sense produced it 
is indestructible and immobile. In urban land the nature of the soil 
itself loses its significance. Its value is determined by situs. It must 
be utilized where it is, and its location is of the highest importance. 

The production costs of urban land are described as direct costs, 
such as physical improvements, taxes and assessments, and interest 
charges; and indirect costs which are involved in the transition period 
during which land is of necessity held out of use before it becomes 
profitable to use it for urban purposes. The latter have been called 
the “ripening” costs. While there are certainly a variety of costs in- 
volved in holding vacant land, it is rather difficult to see the distinction 
between the “direct” and the “indirect” costs. The “ripening” costs 
are to a large extent taxes and interest either paid or foregone, and 
the authors have considered interest and taxes as direct costs. 

Urban land utilization has been and is subjected to a large meas- 
ure of public control through police power, eminent domain, excess 
condemnation, taxation, and special municipal powers. All of these 
methods of control are covered in some detail, together with the pur- 
poses for which control is exercised, such as city planning, zoning, 
building height limitation, rent regulation, and public revenue. Other 
chapters are devoted to urban land tenure and tenancy, housing, and 
credit. 

Perhaps the most significant part of the book is the discussion of 
urban land value and land valuation (Part V). Land value is shown 
to be the present worth of an expected succession of future incomes 
from the land. All expected future gains and losses are discounted as 
soon as their reasonable certainty is established. There is an excellent 
analysis of the relation between economic rent and urban land income, 
and of the earned and unearned elements in land income. From land 
income the authors show how land value is determined by the process 
of capitalizing anticipated net income, with the result modified by a 
variety of minor economic factors. Because of the popularity of land 
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as an investment this capitalization is usually based upon a low rate 
of interest. The authors thus demonstrate theoretically what has al- 
ready been demonstrated practically, that while land is a good invest- 
ment for those who have immediate use for it, the chance for gain in 
land speculation is very slight. Purchasers of lots in outlying subdivi- 
sions fail to realize that all future net income is discounted in the pur- 
chase price, and that they must stand all the “ripening costs” for years 
before the actual income begins. 

The conclusion of the book is an attempt to look into the future 
and foresee the logical continuation of present trends in urban land 
development, and the resultants of economic forces now at work which 
are likely to modify the future course of development. In all, the book 
is well worth while, and is a real contribution to economic literature. 

G. B. L. ARNER 


HARRISBURG, PENNSYLVANIA 


European Financial Control in the Ottoman Empire: A Study 
of the Establishment, Activities, and Significance of the 
Administration of the Ottoman Public Debt. By DoNALD 


C. BLaIspELL. New York: Columbia University Press, 
1929. Pp. x+243. $3.00. 

This book, a Doctor’s thesis, gives an excellent factual account of 
the history of the Dette Publique Ottomane from its establishment in 
1881 by Turkish decree to supervise the collection of revenues assigned 
to payment of obligations on the external public debt to the most re- 
cent developments. It makes use of a greater abundance of source 
materials than were available to previous investigators, it is well- 
written and excellently documented, and it represents a distinct and 
valuable addition to the literature on this institution, already the most 
thoroughly investigated of all the international financial controls. 
There is no bibliography, however, which is regrettable in spite of the 
full documentation in the footnotes. 

The author’s main interest is in the broader political, and especial- 
ly international, aspects of his subject, and for detailed analysis of the 
peculiar legal status of the Council, of its administrative procedure, 
and of its record as a tax-collecting and credit-improving instrumen- 
tality, one must still go to the primary sources and to other secondary 
studies which usually fail to answer the crucial questions. But on the 
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relations of the Council with the course of European international 
politics, this is the fullest and, I believe, the only systematic account 
available. The study of the trend of European public opinion with 
respect to Turkish finances and the relation thereto of the Council of 
the Debt constitutes an especially useful and pioneer contribution to 
the history of this important experiment in multinational financial 
control. 

Equally high praise cannot, unfortunately, be allotted to the au- 
thor’s interpretation of the significance of this experiment. He has 
acquired an undue attachment to the elastic concept of “imperialism,” 
and he has used it as if it were a mystic formula whose mere reitera- 
tion, if in sufficiently derogatory tones, will reveal the keys to all the 
riddles of the history of European relations with backward peoples in 
the last half-century. The term as it has come to be used by many 
historians is so elusive of definition and covers practices and proce- 
dures of such variant and even contradictory character that it has be- 
come a downright nuisance. The author calls the external financial 
control in Turkey an “instrument of imperialism,” and presents his 
study as an essay in the “technique of financial imperialism.” But 
these impressive sounding terms are meaningless, or cover so divergent 
a multitude of sins as to be useless as tools of analysis and interpreta- 
tion, or are not correctly to be applied to the Dette Publique Otto- 
mane without such serious qualifications as to render their use in this 
connection more contributory to muddlement than to enlightenment. 

This body, at least as it functioned until 1914, was not an instru- 
ment of imperialistic expansion of European powers in Turkey, but a 
means of forestalling such expansion. As in the case of all the other 
multinational external controls—for example, Egypt, Tunis, Morocco, 
Liberia, Bulgaria, Serbia, Greece—the Turkish control was adopted, 
or accepted under pressure, by the debtor country, as an alternative 
to much more serious encroachment on its national autonomy, and its 
sanction or promotion by the great powers was due either to its ac- 
ceptance simply as a promising means of securing for their nationals 
payment of at least part of what was owing to them, or as an obstacle 
to other powers promoting their particular political interests through 
individual action. No power which has had ambitions to acquire 
dominance over the territory or government of a weak debtor country 
for which it saw any chance of realization has ever taken the initiative 
in establishing a multinational financial control in that country. On 
the contrary, the country with such ambitions typically regards the 
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establishment of such a control as a serious diplomatic defeat. To cite 
one case only, that of China, the United States and Great Britain pro- 
moted a financial consortium of powers in order to protect China from 
dismemberment, and it was the powers with the aspirations most 
threatening to Chinese sovereignty, Russia and Japan, who fought the 
proposal most vigorously. The real dangers and affronts to Turkish 
nationalism from European economic expansion before 1914 were 
from enterprises carried on by European powers or their nationals 
acting singly, as, for instance, Italian penetration in Tripoli, the 
French naval demonstration at Mitylene in connection with Turkish 
default on debts not under the “control’s” supervision, and the Bag- 
dad Railway concessions after France and England had prevented full 
participation therein by their nationals. If “imperialism” has any 
meaning whatsoever, it is a strange variety which France and Ger- 
many could have been practicing in full and essentially harmonious 
partnership before 1914, or which the League of Nations is sponsoring 
with respect to small countries in need of financial assistance! 

The Dette Publique Ottomane was probably the best adminis- 
tered and the least subject to criticism from the point of view of the 
sympathizer with the nationalistic aspirations of weak peoples of all 
the external controls in Mohammedan countries. All external controls 
involve an encroachment on sovereignty, in fact if not in form. But 
as things were before 1914 in Mohammedan countries, they were the 
only alternatives to financial disorder, usurious rates of interest, and 
eventual bankruptcy, and they were the most promising defense 
against more complete loss of sovereignty to external powers. The ap- 
plication without distinction to the Dette Publique Ottomane as it was 
before 1914 of the same invidious terms as are commonly applied, by 
those favoring the preservation of the national autonomy of weak 
countries, to, say, the Italian procedure in Tripoli, or the American 
procedure in Haiti, or the Russian procedure in Manchuria, or the 
French procedure in Morocco, is to use loose terminology to cover up 
defects in analysis, and to miss most of the significance of the relation 
of the Dette Publique Ottomane to the encroachments of imperialistic 
European powers on Turkish autonomy. 

Jacos VINER 
UNIVERSITY OF CHICAGO 
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Frequency Curves and Correlation. By W. PALIN ELDERTON. 
Second edition. London: C. & E. Layton, 1927. Pp. vii+ 
230. 

The first edition of this book was published in 1906. It repre- 
sented an attempt to give a detailed description of those statistical 
methods that are associated with the name of Karl Pearson, and to 
apply them to the analysis of actuarial data. The book has become a 
standard reference on the Pearsonian system of frequency curves and 
on correlation. In 1917 there was added an appendum which con- 
tained a discussion of the further work that had been done on this sub- 
ject since 1906. In the present edition this has been transferred to 
appropriate places in the text, which has been largely rewritten and 
much enlarged. 

The more important topics treated are: (1) Frequency curves, 
their fitting by the method of moments, the various types of the Pear- 
sonian system of curves, and comparison with other systems; (2) cor- 
relation, including both the correlation coefficient and the correlation 
ratio, contingency, spurious correlation, and the correlation of char- 
acters not quantitatively measurable; (3) probable errors; (4) test- 
ing goodness of fit. 

The more important changes in the new edition include: the re- 
vision of the key table facing page 46 so as to give a clearer and fuller 
summary of the various types of the Pearsonian system of frequency 
curves, the addition of a brief chapter in which the Pearsonian system 
is compared with those of Edgeworth and continental writers, the ex- 
pansion of the treatment of correlation, and the brief explanation of 
the Pairman-Pearson corrections for moment coefficients when the 
curve is abrupt. 

The treatment is practical: the fitting of each curve is illustrated 
by a numerical example, and the mathematical proofs contain all the 
necessary steps. The student who has had a good first course in sta- 
tistics and who possesses an easy familiarity with the differential and 
integral calculus ought therefore to find the treatment within his reach. 
But, as the author rightly remarks, 
the subject is . . . . statistical and arithmetical, and examples must be 
worked out if the methods and principles are to be mastered. The reader 
who goes through a book on a practical subject and does not work out ex- 
amples is as certain to encounter imaginary and miss real difficulties as he 
is to fail to obtain any satisfactory knowledge of the subject. 
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Regarding the other features of this work the following observa- 
tions are in order: 

1. There is little or no discussion of the relation between statis- 
tical frequencies and probabilities. Such a discussion would in all 
probability have led to a less empirical treatment of Pearson’s system 
of frequency curves in chapter iv, and to a more satisfactory exposi- 
tion of the relation between that systém and various other systems. 

2. The reader is not warned that the varying efficiency of the 
method of moments in fitting the Pearsonian curves gives rise to ques- 
tions which are of practical importance." 

3. In his all too brief discussion of the relation between Pearson’s 
system of frequency curves and that of Edgeworth, the author says 
(p. 128): “Edgeworth used a modified form of Type A,” i.e., of the 
Bruns-Charlier series. But, as Professor Bowley pointed out, it is 
Edgeworth’s method of translation that is properly to be compared 
with the other equations Mr. Elderton quotes, not his generalized law 
of error. The latter, Edgeworth claimed, had an a priori basis, while 
any other formula must rest on an empirical or a posteriori basis.” 

4. The treatment of correlation, though scholarly and informa- 
tive, is not likely to evoke the same admiration as the treatment of 
frequency curves, for the reason that the author does not discuss the 
more important developments in this field which have taken place in 
recent years—such as the correlation of time series. Furthermore, 
even within the classical domain of this subject the author does not 
touch on several important questions, among which are the following: 
What is the difference between the mathematical and the statistical 
concepts of independence? What is the test of statistical aggregate 
independence? When does the coefficient of correlation complete the 
description of the variables in question, in the sense that there is noth- 
ing more to be said about them? 

5. The discussion of the test of goodness of fit contains no refer- 
ence to the problem of the number of degrees of freedom of the fitted 
curve—a subject which has been studied by R. A. Fisher and G. U. 
Yule. True, this is a controversial subject, but its importance is such 
as to warrant at least a passing reference. 

But these observations relate primarily to sins of omission, not 


*See R. A. Fisher, “On the Mathematical Foundations of Theoretical Sta- 
tistics,” Phil. Trans. Roy. Soc., Series A, CCX XII, 342-55. 


7A. L. Bowley, Edgeworth’s Contributions to Mathematical Statistics 
(1928), pp. 35 (note), 65, 81-85, 134 (reference 39), 136 (reference 136). 





750 BOOK REVIEWS 


commission. There can be no doubt of the great value of this book to 
anyone who wishes to understand and to use modern statistical meth- 
ods. 
Henry SCHULTZ 
University oF CHICAGO 


British War Finance, 1914-1919. By Henry F. Grapy. Studies 
in History, Economics and Public Law, edited by the Fac- 
ulty of Political Science of Columbia University. New 
York City: Columbia University Press, 1927. Pp. 317. 
$5.00. 

This volume is a useful summary of pertinent facts relative to 
“British war finance” in the period 1914 to 1919. The title of the 
book is broadly interpreted to include the operations of banks and 
financial institutions as well as those of the government. The reader 
will find only two chapters devoted to government finance per se," 
while the remaining five chapters deal mostly with banking opera- 
tions which are often little related to government fiscal policies.” 
Much of the book partakes of an elementary treatise on the British 
banking system. The last chapter is an interesting excursion into 
post-war problems, as is indicated by the topical divisions contained 
in that chapter: outstanding problems of financial recovery; the 
budget situation (analysis of the post-war budget, and special taxa- 
tion measures) ; restoration of the gold standard; the British post-war 
balance of payments; London’s financial supremacy; the question 
whether New York will supplant London. In this chapter the author 
is non-committal on the question of the sale of surplus war supplies 
(pp. 291-92). He disposes of the issue of the gold standard vs. man- 
aged currency in a few lines buttressed by an “excellent statement” 
from the Westminster Bank Review (p. 302). Earlier in the text the 
check duty as a cause of inflation is disposed of in less than one page 
with no supporting evidence or opinion cited (or quoted) to give 
weight to the statement that “the almost unanimous opinion that the 
increased check duty stimulated the increase in the note circulation, 
still requires to be taken seriously” (p. 195). 


* Chap. ii, “Government Revenue”; chap. iii, “Government Borrowings.” 

* Chap. i, “Financial Mobilization”; chap. iv, “The Bank of England”; chap. 
v, “British Banking during the War”; chap. vi, “The Money Market”; chap. vii, 
“Financial Reconstruction.” 
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These adverse comments notwithstanding, the reviewer appre- 
ciates that there is much that is worth while in the book. The Bank of 
England is carefully described. The amalgamations of the various 
banks are treated in an interesting and scholarly manner. The réles of 
the London and New York stock exchanges are contrasted. Free trade 
receives commendation. The contributions of the book, however, are 
mainly in the field of banking rather than government finance. The 
latter aspects of the work are disappointing. The chapter on govern- 
ment revenues is too largely mere description and statistics. The 
unique features of the British income tax are not commented upon; 
questions of incidence are glossed over in a careless manner (cf. p. 
117); there are few references to the practices of other countries in 
dealing with the problems of war taxation and public debt. There also 
appears throughout the book a noticeable lack of citation of original 
sources. On the other hand, the book rises above the level of medioc- 
rity properly to question war profit bribes to industry and to support a 
more vigorous taxation policy than was actually undertaken. The out- 
standing contribution of the work comes in the just criticism of the 
British policy of inflation as a means of financing the war. Here the 
réle of the Bank of England is properly emphasized. This view of 
England’s war-time financial policies makes the book well worth 
reading. 

StmmEon E. LELAND 

UNIVERSITY OF CHICAGO 


The Distribution of Industrial Occupations in England, 1841- 
1861. By Cuitve Day. Transactions of the Connecticut 
Academy of Arts and Sciences. New Haven, 1927. Pp. 150. 

It is not often that a brief monograph such as this by Professor 
Day can be commended as a valuable aid to several different lines of 
investigation. This study of The Distribution of Industrial Occupa- 
tions in England, 1841-1861, will be of service to the social, the eco- 
nomic, or even the political historian of England during the nineteenth 
century, to the economist, and to the student of statistical method. 
To the problem of ascertaining the market areas of the hundreds 
of industries that figure in the census reports of 1841 and 1861, Profes- 
sor Day has applied statistical technique in a manner which he ex- 
plains thoroughly and which yields results that are approximately 
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satisfactory. He himself notes carefully the points of weakness and 
inadequacy in his methods; he states his purpose to be merely to 
formulate more accurately than has hitherto been done the problem 
of market areas, not to solve it. The general aim of the study is to 
determine the degree of geographical concentration of an industry 
and the extent of the market for which it produced, at a date when 
railroads had hardly begun to affect the problem of markets. Indus- 
tries are thus classified as national, metropolitan, provincial, or local. 
Those are designated as national in which one-half of the persons 
therein engaged were concentrated in districts comprising less than 
one-quarter of the total population; as metropolitan when more than 
one-half of the workers were concentrated in the metropolis; as pro- 
vincial if they were irregularly distributed and hence served a market 
wider than a merely local one, and yet were not concentrated; as local 
if the market was restricted within a radius of a few miles.’ 

Three statistical devices are used to classify industries. One is the 
index of concentration, useful only for the national industries: another 
is the standard coefficient of deviation from uniformity of distribution, 
useful especially for the provincial trades; and a third is the quartile 
coefficient which has to be made use of in the case of local industries. 
In two valuable chapters on method (chaps. vii and viii) the author 
sets forth the difficulties to be met with in the material of the censuses 
in attempting such a classification and the flaws in the results at- 
tained. 

Of those industries that had reached a stage of concentration that 
enabled them to produce for a national market, far and away the most 
important were the textile industries. “Almost exactly three-quarters 
of the total number of workers in the national industries were em- 
ployed either directly in the manufacture of textile fabrics, or in such 
close connection with the manufacture that they are properly to be 
classed with it.”* About 400,000 were engaged in the production of 
staple textiles and 200,000 more were connected with special textile 
trades, such as hosiery and lace, and ancillary trades like the making 
of cards and bobbins. The concentration of the cotton-workers in Lan- 
cashire, the woolen-workers in the West Riding, the silk industry in 
Cheshire and Lancashire, and the hosiery industry in Leicestershire 
and Nottingham are of course well-known facts. It is interesting to 
note, however, that cotton-workers were found in every county but 
four. 


*P. 9s. *P. 119. 
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Among other national industries the metal trades accounted for 
100,000 workers, while an equal number were distributed among all 
of the rest together—workers in wood, paper, clay, glass, stone, arti- 
cles of dress, chemicals, and so forth. 

With regard to the metropolis the author, according to his standard 
of classification, found only 14,000 workers to enumerate as affecting 
any market outside of London itself. The vast majority of London 
workers were producing for London alone. 

The distinction between provincial and local industries is not so 
clear-cut as between national and all other industries, and standards 
set up appear more arbitrary. Provincial trades included tinsmiths 
and tinkers, makers of pipe and agricultural implements (still largely 
of wood), producers of bricks, lime, furniture, casks, boats, vehicles, 
and food products, the maltsters, brewers, and confectioners. The 
author suggests the importance of transportation difficulties and the 
necessity of catering to local tastes as factors in explaining the irregu- 
lar distribution of certain trades, though he aims “to describe rather 
than to explain” such distribution. He is presenting “semi-finished 
material rather than refined conclusions.”* One interesting observa- 
tion he permits himself is that provincial and national industries did 
not seem to merge into each other, but were separated by a consider- 
able interval. Producers who “were able to extend their market be- 
yond the provincial area found no resting place until they had at- 
tained a national market.”* 

To ascertain which industries were widely distributed through 
small towns and villages, and hence were local in nature, sample dis- 
tricts were studied. Such trades were those of the builders, bakers, 
saddlers, shoemakers, tailors, dressmakers, blacksmiths, and butchers. 
Of these the shoemakers alone were beginning to concentrate during 
the period. 

In the Appendix is presented a complete tabulation of all the in- 
dustries considered in the investigation, with statistical data. In the 
case of national industries the degree and place of concentration are 
indicated. 

This study affords an admirable example of the kind of spade-work 
that must be done before the history of the Industrial Revolution in 
England can be satisfactorily written. An immense amount of labor 
must yet be expended upon the accurate ascertainment of fact before 
explanations and interpretations can be trustworthy. This analysis by 


* P. 133. *P. 143. 
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Professor Day will render more sound the work of the historian, who 
will now be able to correlate social and political manifestations around 
the middle of the nineteenth century more accurately with the indus- 
trial map of the country, here sketched in, if not definitively, at least 
more precisely than elsewhere at the present date. 
Frances E. GILLEsPIE 
University oF CHICAGO 


Considerazioni sui “barometri” economici. By C. BRESCIANI- 
Turroni. Citta di Castello: Societa Tipografica Leonardo 
Da Vinci, 1928. Pp. 100. 

This work of Professor Bresciani-Turroni is a reprint of a series of 
articles that appeared in the Giornale degli Economisti in 1928. Not 
a systematic treatment of the whole question of forecasting, it consists 
of some comments on business prediction followed by a thorough an- 
alysis of German economic experience after the stabilization in the fall 
of 1923. 

The author starts out by stating that the practical results of the 
efforts to forecast business conditions are not yet satisfactory. As 
reasons, he gives the lack of sufficient statistical material and the char- 
acter of the methods used: they are all mostly empirical and are based 
on the assumption that certain symptoms which predicted the course 
of business in the past maintain their “semiological” value. It would 
be preferable for business barometers to express causal relationships, 
but existing cycle theories are insufficiently developed to permit of 
this. He proceeds to a consideration of the effects which the diffusion 
and improvement of business barometers might have upon business 
conditions; definite prevision of economic events—like a rise in prices 
or a crisis on the stock exchange—would not eliminate but would only 
speed the arrival of these events, while an uncertain forecast of fluctu- 
ations probably would tend to smooth them down, probably a desirable 
result. 

Professor Bresciani attributes to Pantaleoni (who wrote in 1912) 
priority in describing the succession of the most characteristic phe- 
nomena constituting a crisis. Pantaleoni pointed out the necessity of 
taking into account not only the succession but the amplitude of the 
oscillations and their time period, an idea which may sometime become 
important. The work referred to, however, was published only in 1925 
in the Annali di Economia. However, Bresciani gives the Harvard 
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Committee credit for having made the first comprehensive study of 
concomitant and successive phenomena during the business cycle by 
the use of modern statistical analysis. He describes briefly the curves 
used by the Harvard Committee, and proceeds to a lengthy considera- 
tion of the comparative merits of two sequences: A (speculation)—B 
(business)—C (money), or C—A-—B, to the reviewer an unreal problem, 
since in any case the sequence would be A-B—C-—A-—B-C--A, etc., so 
that it would seem to be absolutely immaterial which point is called 
the beginning of the cycle. 

He next questions the necessity of assuming that speculators make 
a perfect forecast of the future situation of industry, in order to ex- 
plain the A—B sequence. Since on the whole the price of industrial 
stocks is determined by the capitalized dividends (as is shown by a 
diagram) and the decline begins earlier in profits of the enterprises 
than in the volume of production and business (or whatever is sup- 
posed to be measured by curve B), is it not clear, he argues, that even 
if only the present profits are made the basis of the price A of stocks, 
these should decline before curve B (business) shows a downward in- 
clination? But this reasoning takes for granted that speculators have 
at any moment an almost perfect knowledge of the immediate profit 
situation of industry. Is this not perhaps as daring an assumption as 
that speculators are somehow predicting accurately the future course 
of industry in general? Further, Bresciani does not mention or con- 
sider that profits are not distributed currently, but at the most at in- 
tervals of three months—and in Germany for instance not more fre- 
quently than once a year—and that the curve A to which reference is 
taken not only reflects the prices of industrial and other stocks but al- 
so contains an element measuring the total value of speculative trans- 
actions (in the case of the Harvard system this is the value of bank 
clearings in New York, later replaced by the corresponding bank 
debits). 

The author then proceeds to an enumeration of circumstances 
which may account for the variability of the time lag of curve B on 
curve A. One of these factors is that speculators, of course, try to es- 
timate future as well as immediate conditions of industry; considera- 
tions like those of the “intrinsic” value of certain shares, especially in 
periods subsequent to great monetary disturbances, “rationalization” 
in industry, international differences in interest rates, the resulting 
inflow and outflow of foreign loans, finally, such interference as that 
of the Reichsbank in May, 1927, and, the reviewer may add, that of 
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the Federal Reserve Board in February, 1929, are further examples 
of this kind. 

There follows a short adverse discussion of Karsten’s famous 
quadrature interpretation of the Harvard indices. Having spoken of 
trends in this connection the author comes to the question, whether 
any trend fitted by a mathematical equation is capable of economic 
interpretation. The answer is negative, of course, and as a possible 
remedy he recommends a method practiced for some time by the Har- 
vard Committee, namely, that of taking a series that shows smaller 
fluctuations as a trend or “normal” for one with wider oscillations. In 
this he agrees with Oskar Anderson, the author of a recently published 
and highly valuable criticism of the Harvard methods. However, the 
reviewer cannot see that this way of escape helps very much in avoid- 
ing economically meaningless statistical procedures. The fact that for 
some time variations of the scatter from “normal” of, say, interest 
rates was indicative of variations in the absolute level of the interest 
rates, is, in our view, just as incapable of economic interpretation as 
the calculation of a straight line or other mathematical trend. 

The remainder of the work is devoted to an analysis of German 
business conditions since 1924. It proves the author’s intimate knowl- 
edge of German institutions and gives an accurate description of the 
German postinflational conditions and their fluctuations. Its impor- 
tance rests in the fact that Bresciani seeks to trace causal relations be- 
tween a great number of recorded phenomena; by thus illustrating 
the close relations which exist among all of them, he supports his con- 
clusion that the multiple factors at work in the fluctuations of business 
conditions cannot well be condensed into two or three “barometers,” 
and that at the present stage of theory and available statistics, a de- 
tailed account of events is to be preferred. However, the reader is left 
with some doubt whether Bresciani has not shifted his point of view: 
does he not impute to a system of a few curves which has been built up 
exclusively for forecasting purposes quite a different intention, namely, 
that of giving a full description of a situation? 

Hans STAEHLE 


UNIVERSITY oF CHICAGO 
FELLOW OF THE ROCKEFELLER FOUNDATION 


*Oskar Anderson, “Zur Problematik der empirisch-statistischen Konjunk- 
turforschung,” Verdffentlichungen der Frankfurter Gesellschaft fur Konjunktur- 
forschung, herausgegeben von Eugen Altschul, No. 1 (Bonn, 1929). 
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La Grosse Industrie Allemande et le Charbon. By M. BAUMONT. 
Paris: Gaston Dois & Co., 1928. Pp. xv-+754. Fr. 45. 

La Grosse Industrie Allemande et le Lignite. By M. BAUMONT. 
Paris: Gaston Dois & Co., 1928. Pp. 157. Fr. 18. 

These two books reveal a careful study of the German coal and 
lignite industries and their relation to the so-called heavy industries. 
The historical background is emphasized and the geographical and 
juridical factors are treated at length. Of particular interest, of course, 
are the chapters on organization (horizontal vs. vertical), on cartels 
and combines, and on the technique of distribution and finance. The 
labor question is presented from an unbiased point of view. A descrip- 
tion of living conditions, forms of organization and degree of partici- 
pation in management problems is given. The book on lignite repeats 
in general the method of approach used in the book on coal, but de- 
votes a chapter to the discussion of the “new competition” arising from 
the increasing use of oil and hydro-electric power. 

Both books are of a descriptive rather than critical character. 
While many of the problems attacked, like the cartel problem for in- 
stance, have found a more elaborate discussion by German authors, 
this French treatment deserves attention first for its fine presentation 
of the historical developments, and second for its final opinion on the 
technique of organization of the German coal industry. Quite contrary 
to many German views, Baumont admires very much what has been 
done and recommends the German form of organization as the best 
example of the much needed “rationalization” of the world’s coal in- 
dustry. 

R. M. WEIDENHAMMER 

UNIVERSITY OF MINNESOTA 


A Financial History of the American Automobile Industry. By 
LAWRENCE H. SEttTzer. Hart, Schaffner & Marx Prize Es- 
says in Economics. Boston: Houghton Mifflin Co., 1928. 
Pp. xxi+-297. $3.00. 

The book describes in an introductory chapter the development of 
the American automobile industry, its rapid growth, and the charac- 
teristic features of its structure. Having thus provided a background, 
the author proceeds to discuss the financial histories of eight large 
firms. The group selected is representative of the industry and in- 
cludes the Ford Motor Company and the General Motors Corporation. 
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The data have been compiled with skill and care, and the financial 
organization of the automobile industry during its growth is clearly 
pictured in the histories of these eight firms. The most significant 
features of the financing are: The short-term credit needs were sup- 
plied by the buyers of the product (dealers) and by the suppliers of 
materials and ready-made parts. Dealers paid cash and frequently 
advanced payments; suppliers extended credits. The result was a 
flexible organization which provided means for all short-term financial 
requirements. But it did not provide facilities for obtaining long-term 
credit, and since the automobile industry in its experimental stage was 
considered an unsafe investment little long-term credit was to be ob- 
tained from banks. Therefore the enterprises had to confine themselves 
to their own resources—profits—if they wished to build up production 
equipment. Most of the capital now invested in the automobile indus- 
try has been derived from profits. 

The financial development which Seltzer describes is doubtless 
typical of all industries which manufacture a commodity which is only 
“new” as an assembled product. All those industries—and they are 
numerous in a period of rapid technical development—can use exist- 
ing production facilities of other industries which will also provide the 
necessary financial assistance. Likewise, the almost exclusive use of 
profits for creating production equipment will have typical significance 
for all industries in which technical experimenting brings about a pe- 
riod of great risk. The facts which Seltzer gives, and particularly the 
conclusions and generalizations he draws from them, are, therefore, an 
important contribution to the analysis of industrial growth. 

Eva FLiccE 

BALTIMORE, MARYLAND 
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INTERNATIONAL LABOR OFFICE 
Geneva, Switzerland 





READERS of the Journal of Political Economy and others are cordially invited to 
write to the WASHINGTON BRANCH, INTER NATIONAL LABOR OFFICE, 701 
LENOX BUILDING, WASHINGTON, D.C., for information concerning any phase 
of I.L.O. work, or for a Catalogue of Publications. A list of the regular publications 
of the Office is given below: 


. INTERNATIONAL LABOR REVIEW (Monthly). 
Articles on industrial affairs, wage and unemployment statistics, etc. 
Price: per no., 60 cents; per year 
. INDUSTRIAL AND LABOR INFORMATION (Weekly). 
Current events affecting industry and labor, immigration and the work of the Inter- 
national Labor Organization. 
Price: per no., 15 cents; per year 
. OFFICIAL BULLETIN (At irregular intervals). 
Official information on matters connected with the life and work of the International 
Labor Organization. 
Annual subscription 
LEGISLATIVE SERIES (Trilingual) (Annual). 
Reprints and translations of laws and regulations affecting labor in different countries. 
Annual subscription (volume or advance prints) 
Annual subscription (both) 


. INTERNATIONAL SURVEY OF LEGAL DECISIONS ON LABOR LAW (Annual). 





. INDUSTRIAL SAFETY SURVEY ( Bi-monthly). 
A link between those in all countries interested in accident prevention. 
Price: per no., 30 cents; per year 
. DOCUMENTS OF THE INTERNATIONAL LABOR CONFERENCE (Annual). 
The Questionnaires and Reports issued for the Conference, the Director’s Report, the 
Final Record of each Session and the texts of the Draft Conventions and Recom- 


. BIBLIOGRAPHY OF INDUSTRIAL HYGIENE (Trilingual) (Quarterly). 
Price: per no., 20 cents; per year 


. BIBLIOGRAPHY OF THE INTERNATIONAL LABOR ORGANIZATION (Tri- 
ioonall ( (Annual). 


ame AND REPORTS. 
Monographs on various labor problems, e.g., Statistics, Immigration, Unemployment, 
Wages & Hours, Industrial p Are Industrial Organisation ele. 
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. ENCYCLOPEDIA OF INDUSTRIAL HYGIENE. 
Brings together all the information concerning industries or processes considered 
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. INTERNATIONAL LABOR DIRECTORY. 
Information with regard to em, both official and unofficial, which deal with 
——— and labor matters. Published in seven parts. 
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A History of Labor Legislation 
in Illinois 
By EARL R. BECKNER 


The term, “labor legislation,” as it is used in this book includes not merely 
statutory law relating to such things as child labor, safety and health, unemploy- 
ment, social insurance, and the like, but also the statutory and common law 
governing labor unions and their methods of action. 

The History is an interpretation of the forces and causes, both proximate and 
remote, which have molded the labor code into its present form. 

These forces have received particular attention: 

Underlying economic conditions 

The philosophy of the time and of the courts 

The stage of development of labor legislation in other jurisdictions 

Conditions of competition 

Political manipulation 

Certain fortuitous events 

The desires, interests, and prejudices of the two contending groups, the 
employers and the organized workers 


$4.00, postpaid $4.15 
THE UNIVERSITY OF CHICAGO PRESS 







































“Unique in the literature of finance’”’ 


The Financial Organization of Society 


By 
HAROLD G. MOULTON 


Professor Moulton has produced a conservatively stated, compre- 
hensive picture of our financial system as a whole, a new service 
to students of business administration. 

The book devotes six of its thirty chapters to money, one to 
foreign exchange, one to the nature and function of credit, and the 
balance to descriptions of industrial and financial corporations and 
their operations. 

As a basis of a general survey or introductory course in finance, 
The Financial Organization of Society is especially adapted and 
should be of practical value to the investing public as well as to 
students of the subject. 


$4.00, postpaid $4.15 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO . . ILLINOIS 
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A Textbook on Law and Business 


By WILLIAM H. SPENCER 
Dean of the School of Commerce and Administration 
The University of Chicago 


How far may one use another's trade mark on non-competing goods ? 

To what extent is a mercantile agency answerable for false statements in the 
financial ratings which it sends out concerning traders ? 

How far may a manufacturer by contract or other practices control the resale 
price of nationally advertised articles ? 

What is the liability of the manufacturer for defects in his goods when they pass 
through the hands of middlemen to the ultimate consumer? 

Dean Spencer’s TEXTBOOK ON LAW AND BUSINESS introduces the bus 


iness student to such questions as these—the law that the business student will 
encounter, and not the law that the lawyers talk about. 


The TEXTBOOK will be ready for inspection this summer. 
$6.00, postpaid $6.25 


THE UNIVERSITY OF CHICAGO PRESS 























INDUSTRIAL SOCIETY 


By LEON CARROLL MARSHALL 


| Part I. The Bmecgence of ~ 
. — 7 _ Mod : . 
This new edition, like the well-known original sal came for ptm A 
edition, deals with economics as a study of the organization; comparative 

ar" . . . of economic organiza- 
structure and functioning of industrial society. tion; the emergence of the 
The economic order is presented not as some sepa- i 
rate and distinct entity but as a special aspect of 


the general cultural scheme. 


Used together, the three parts of the new edi- 
tion constitute a comprehensive body of materials 
for the introductory course in economics. Part I 
may be used independently for courses in eco- 
nomic history, Part II may be used independently 
for courses in production economics, and Part III ordination through 


* a, a for consumers’ goods, for f 
for courses in value and distribution. for labor, labor, for enterprise —, 
y $3.00 











Professor Marshall’s one-volume Readings in Industrial aid Socket | is still a 
standard text for shorter courses, $4.50, postpaid $4.65 


—_ UNIVERSITY OF CHICAGO PRESS 
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ECONOMIC PRIZES 


Twenty-sixth year 


industry, to stimulate those who have a college training to consider the 
problems of a business career, and to aid in constructive economic thinking, 
a committee composed of 


Professor J. Laurence Laughlin, University of Chicago, Chairman 
Professor J. B. Clark, Columbia University 

Professor Edwin F. Gay, Harvard University 

Hon. Theodore E. Burton, Washington, and 

Professor Wesley C. Mitchell, Columbia University 


has been enabled, through the generosity of Hart Schaffner & Marx of Chicago, 
to offer in 1930 prizes for the best studies in the economic field to certain classes 


of contestants 
CLASSES A AND B 

Class A includes any residents of the United States or Canada, without re- 
striction; the possession of a yen is not required of any contestant in this 
class, nor is any age limit set. C B includes only those who, at the time the 
papers are sent in, are undergraduates of any American college. Attention is 
expressly called to the rule that a competitor is not confined to topics proposed 
in the announcements of this committee, but any other subject chosen must 
first be approved by it. As suggestions, a few questions are here given 


The Effect of an Increase in our Tariff on our International Relations 

The Right and Wisdom of a Regulation of Speculation by the Federal 
Reserve Board 

An Estimate of Investment Trusts 

Our Economic Relations with Mexico 

The Mineral Resources of South America 

An Estimate of the Policies of the Interstate Commerce Commission 


A First Prize of One Thousand Dollars, and 
A Second Prize of Five Hundred Dollars 
are offered to contestants in Class A 


A First Prize of Three Hundred Dollars, and 
A Second Prize of Two Hundred Dollars 


are offered to contestants in Class B. No prizes will be awarded if, in the judg- 
ment of the committee, essays of sufficient merit are not submitted. The com- 
mittee reserves to itself the right to award the two prizes of $1000 and $500 of 
Class A to undergraduates in Class B, if the merits of the papers demand it. The 
winner of a prize shall not receive the amount designated until he has prepared 
his manuscript for the printer to the satisfaction of the committee 


The ownership of the copyright of studies to envelope giving the real name and address of 
which the right to print has been awarded will the competitor, with any degrees or 
vest in the donors, and it is expected that, distinctions obtained. paper is 
without precluding the use of these papers as Fe oe phpy yy LT. a 
theses for higher degrees, they will cause them in a form to disclose the identity of the 

in tt form euther before the ward shall have been made. 


quand — 

ttee will give preference to essays which 
do not run beyond 250 to 300 printed pages. 
and which — in ee ¢ 
economic insight, gr: es, power 
analysis, and style. Lr i be inscribed 
with an name, class in which they 
are presented, and accompanied by a sealed 
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J. LAURENCE LAUGHLIN, Esq. 


UNIVERSITY OF CHICAGO - ’ CHICAGO, ILL. 






































BIG AND LITTLE, RICH AND POOR, CAN PROJECT THEIR PERSONALITIES OVER THE WIDE NETWORK OF ITS WIRES 








In the service of all the people 


An Advertisement of the 
American Telephone and Telegraph Company 


Tue Bell System is owned 

by 450,000 stockholders and 
operated by more than 
400,000 workers for the service of 
the people of the nation. 

It is a democratic instrument 
of a democracy. Big and little, 
rich and poor, can project their 
personalities over the wide net- 
work of its wires. For friendship 
or business, pleasure or profit, the 
telephone is indispensable to our 
modern civilization. 

This year the Bell System is 
erecting new telephone buildings 
in more than 200 cities. It is 


putting in thousands of 

miles of cable, thousands 

of sections of switchboard 
and hundreds of thousands of 
new telephones. Its expenditure 
for plant and improvements in 
service in 1929 will be more than 
550 millions of dollars—half again 
as much as it cost to build the 
Panama Canal. 

This program is part of the tele- 
phone ideal that anyone, anywhere, 
shall be able to talk quickly and at 
reasonable cost with anyone, any- 
where else. There is no standing 
still in the Bell System. 











Accounting Method 
By C. Rurus Rorem, Pu.D., C.P.A. 


Accounting as the science of measuring and interpreting business 
transactions. 


A tool for the administrative and social control of economic en- 
terprises. 

The material in this book was tested for seven quarters before 
publication, in Professor Rorem’s classes and in those of six other 
professors of the University of Chicago. Its divisions deal with 
(1) the réle of accounting in modern life/ (2) double-entry ac- 
counting, (3) accounting valuation, (4) interpretation of ac- 
counting. 

“A book from competent hands, both expert and practical.” “Aimed 


at improving business methods at the source.” —Commercial and Fi- 
nancial Chronicle. 


$4.50, postpaid $4.65 





Packinghouse Accounting 


Prepared by the Committee on Accounting of the Institute of 
American Meat Packers 


Revised and edited by Howarp C. GREER 


The accounting principles and methods followed in a large and 
complex industry, the unique and ingenious devices which have 
been developed for obtaining and presenting managerial infor- 
mation, are now documented with something approaching com- 
pleteness for the first time. 


The book’s three sections discuss (1) general accounting prob- 
lems peculiarly associated with the packing industry, (2) the 
industrial operations of packing, and (3) expenses and financial 
statements, viewed functionally. 


$4.00, postpaid $4.15 
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